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PRESroENT  CLINTON'S  FISCAL  YEAH  1995 
BUDGET  PROPOSAL 


WEDNESDAY,  FEBRUARY  9,  1994 

House  of  Representatives, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.,  Room  210,  Can- 
non House  Office  Building,  Hon.  Martin  Olav  Sabo,  Chairman,  pre- 
siding. 

Members  present:  Representatives  Sabo,  Berman,  Wise,  Sten- 
holm,  Frank,  Slaughter,  Kennelly,  Mollohan,  Gordon,  Price, 
Costello,  Mink,  Orton,  Blackwell,  Pomeroy,  Browder,  Woolsey,  Ka- 
sich,  McMillan,  Kolbe,  Shays,  Snowe,  Herger,  Bunning,  Smith  of 
Texas,  Cox,  Allard,  Hobson,  Miller,  Lazio,  Franks,  Smith  of  Michi- 
gan, Inglis,  and  Hoke. 

Chairman  Sabo.  The  committee  will  come  to  order.  We  are  in 
session  today  for  another  hearing  on  the  President's  budget  pro- 
posal. This  morning  we  welcome  back  to  the  committee  a  key  wit- 
ness, the  architect  of  the  budget,  Leon  Panetta,  Director  of  the  Of- 
fice of  Management  and  Budget  and  the  former  Chair  of  this  com- 
mittee. Welcome  back,  Leon.  Good  to  see  you  again. 

Mr.  Panetta.  Good  morning. 

Chairman  Sabo.  It  is  good  to  have  you  here  to  lend  your  perspec- 
tive to  the  current  state  of  the  economy,  and,  perhaps,  to  a  few 
other  recent  developments. 

Last  year,  the  American  people  asked  for  change  and  we  deliv- 
ered. Working  with  the  President,  we  passed  the  largest  deficit  re- 
duction bill  in  history.  Significant  spending  cuts  combined  with 
dramatic  improvements  in  tax  fairness  primed  the  pump  for  the 
economic  recovery  we  are  enjoying  today. 

And  let  there  be  no  question,  the  legislation  we  passed  last  year 
had  a  significant  impact  on  this  recovery.  As  economic  advisor, 
Laura  Tyson,  said  at  yesterday's  hearing,  interest  rates  rose  and 
fell  on  the  fortunes  of  the  budget  bill.  With  each  step  forward  inter- 
est rates  declined.  When  Senate  passage  looked  doubtful,  interest 
rates  headed  back  up  and  on  final  passage,  interest  rates  fell  again 
and  began  the  real  job  of  fueling  the  beginning  of  the  recovery. 

Today  Americans  are  showing  confidence  in  their  economic  fu- 
ture and  for  good  reasons.  Virtually  all  economic  indicators  are 
positive.  The  economy  is  growing.  Interest  rates  are  low  and  stable, 
the  deficit  is  shrinking,  businesses  are  investing  and  jobs  are  being 
created. 

All  this  brings  us  to  the  President's  budget  proposal  for  1995. 
Clearly  he  designed  the  bill  on  the  foundations  of  deficit  reduction 
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and  economic  growth  established  last  year.  The  commitment  to  def- 
icit reduction  continues,  the  tough  caps  on  discretionary  spending 
will  be  met  and  all  programs  will  have  to  be  cut  if  new  programs 
are  to  be  funded. 

The  President's  budget  begins  by  proposing  elimination  of  over 
100  specific  programs  and  reductions  in  hundreds  of  others. 

This  budget  also  redirects  spending  to  reflect  our  commitment  to 
the  people  and  to  the  future.  Important  programs  design  to  feed 
hungry  American  children  and  give  them  a  healthy  head  start  for 
life  are  slated  for  increases,  like  Head  Start  and  WIC  and  child- 
hood immunization  programs.  Programs  to  help  train  and  educate 
American  workers  and  build  jobs  for  the  future  are  in  line  for  in- 
creases. 

We  can  be  certain  of  our  commitment  to  furthering  the  economic 
recovery  that  is  occurring.  Last  year  the  American  people  called  for 
change  and  we  responded.  This  budget  will  help  us  ensure  that  we 
continue  moving  the  Nation  in  the  right  direction.  Mr.  Kasich. 

Mr.  Kasich.  Thank  you,  Mr.  Chairman.  It  is  the  change  agenda 
that  has  me  so  concerned  and  I,  first  of  all,  want  to  say  I  have 
known  the  Director  Panetta  for  a  number  of  years  and  I  think 
probably  if  we  did  not  have  to  go  through  all  the  politics,  we  prob- 
ably would  have  had  a  real  change  agenda.  And  just  make  note  of 
the  fact  that  just  yesterday  you  lost  3  billion  on  the  demonstration 
project  because  some  committee  Chairman  must  have  beat  you 
around  the  head  a  little  bit  and  now  you  are  going  to  drop  that  out 
of  the  package. 

I  think  we  would  have  had  a  bolder  program  but  unfortunately 
Director  Panetta  also  has  to  operate  within  the  political  reality  of 
his  own  party. 

Mr.  Panetta.  A  little  bit  like  you. 

Mr.  Kasich.  Yes.  I  am  finally  understanding  that,  you  know.  Let 
me  show  you  why  I  am  concerned.  You  know,  we  hear  about  the 
fact  that  we  have  such  a  tight  budget  and,  as  I  said  to  Secretary 
Bentsen  last  night,  the  38  percent  increase  in  the  national  debt  is, 
of  course,  not  a  tight  budget  and  we  are  going  to  show  in  a  few 
minutes  that  it  is,  in  fact,  more  than  38  percent. 

We  are  all  mystified  that  the  $176  billion  deficit  projection  is 
based  on  a  number  of  things  that  we  don't  know  what  is  going  to 
happen.  But  we  are  popping  champagne  corks  because  the  debt  is 
going  up  $176  billion  and  some  people  in  town  say  the  deficit  crisis 
is  over. 

Now,  Reischauer  didn't  say  that  when  he  testified  here,  but  some 
in  town  did.  But  you  have  a  38  percent  increase  in  debt.  We  hear 
about  their  tight  budget.  I  am  going  to  show  you  how  we  get  there. 

The  first  thing  they  try  to  say  is  that  the  discretionary  spending 
programs  have  a  tight  cap.  My  goodness,  we  have  got  discretionary 
spending  in  a  vice  and,  boy,  we  are  just  cutting  the  living  daylights 
out  of  it.  Well,  you  are  cutting  the  living  daylights  out  of  defense 
spending  and  you  are  $20  billion  short  in  financing  your  bottom- 
up  review.  Now  we  are  talking  about  Bosnia  in  a  more  aggressive 
way.  And  I  don't  know  how  we  are  going  to  pay  these  bills.  The 
conservative  defense  guys  in  your  own  party  that  voted  for  the 
budget  are  driving  you  crazy  and  they  are  saying  don't  cut  another 


dime.  And  we  need  to  restore  some  and  you  put  it  in  an  emergency 
bill. 

But  nondefense  discretionary  continues  to  go  up  and  I  say  to  my 
friends  in  media,  who  keep  writing  this  story  about  these  tight 
caps,  take  a  look  at  the  chart.  Those  are  the  facts.  In  the  area  of 
mandatory  spending,  and  I  think  the  director  would  agree  with 
this,  we  have  an  explosion  of  spending. 

For  entitlement  programs,  this  is  what  happens  without  health 
care  reform,  the  black  line.  If  we  plug  in  the  administration's 
health  care  reform  program,  the  increase  is  more  dramatic.  The 
President  said  that  he  wanted  to  give  us  health  care  reform  in 
order  to  reduce  the  deficit  and  reduce  spending,  and  as  you  can  see, 
with  your  plan  it  goes  up. 

This  is  what  we  have  been  saying  here  to  the  people  who  have 
done  analysis.  The  black  line  shows  the  actual  estimates  of  where 
the  Medicare  program  was  going  to  go  from  1966  to  1990.  This  is 
the  gap  that  was  created  by  government  estimators. 

Yesterday,  the  Congressional  Budget  Office  made  an  analysis  of 
the  program  and  I  praise  Bob  Reischauer  for  courage,  not  because 
he  ruled  with  those  who  thought  it  should  be  on  budget,  but  be- 
cause he  really  sheds  light  on  this  whole  thing. 

Yesterday,  you  not  only  lost  $3  billion  in  this  tight  budget  of 
demonstration  projects,  but  you  also  lost  $90  billion  over  5  years 
and  $132  billion  over  6  years.  I  want  to  call  this  the  Magaziner 
gap,  for  his  friends,  the  Ira  gap  right  here.  This  is  where  the  ad- 
ministration's deficit  projections  were  going  to  be  and  as  of  yester- 
day this  is  where  the  administration's  projections  really  are.  And 
that  is  based  on  CBO,  which  is  always  way  off  the  mark. 

And  as  Reischauer  said,  yeah,  we  really  are  far  off  the  mark.  We 
are  just  better  than  everybody  else  who  is  even  wider  off  the  mark 
than  we  are.  What  is  the  bottom  line?  You  have  the  national  debt 
going  up  somewhere  over  38  percent.  You  have  not  controlled  man- 
datory spending,  nondefense  discretionary  spending  continues  to 
rise  and  the  only  area  of  change  is  that  you  have  in  your  budget — 
this  is  a  marked  stand-in-place  budget.  The  only  real  change  you 
have  is  in  the  110  programs  you  want  to  eliminate,  but  that  only 
adds  up  to  $700  million,  but  I  am  going  to  help  you  to  pass  that. 

I  do  want  to  compliment  you  for  taking  parts  of  Penny-Kasich 
and  putting  it  in  here,  but  from  what  we  can  tell,  you  took  it  and 
then  you  used  the  savings  to  spend  more  money.  I  want  to  say  to 
you,  Mr.  Director,  we  are  willing  on  this  side,  as  we  were  the  last 
go  round  to  come  up  with  programs  that  reduce  the  size,  the  scope 
and  the  intent  of  government  to  develop  a  health  care  plan  that  re- 
lies on  the  free  market  and  to  present  a  program  that  will  rep- 
resent real  change  in  Washington.  And  we  are  prepared  to  fight 
people  in  our  party  who  want  to  drag  their  feet,  who  don't  want 
to  have  any  change.  We  want  to  work  with  you. 

I  know  where  your  heart  is  and  I  know  you  gave  it  your  best  shot 
this  time.  I  think  we  had  a  window  of  opportunity  to  do  some  won- 
derful things  to  change  the  size  and  scope  of  the  Federal  Govern- 
ment and  protect  us  against  tremendous  deficits  when  times  be- 
come lean.  And,  Mr.  Chairman,  I  appreciate  the  time  and,  Mr.  Di- 
rector, I  look  forward  to  your  testimony. 


Chairman  Sabo.  Mr.  Director,  we  welcome  your  testimony  and  I 
might  just  simply  say  I  can  think  of  no  program  that  represented 
more  fundamental  change  than  what  we  passed  last  year.  I  would 
only  suggest  we  had  exploding  deficits  over  recent  years.  We  have 
had  a  dramatic  turn  about  and  I  think  you  are  in  large  part  re- 
sponsible for  that  and  we  look  forward  to  hearing  from  you  to  hear 
what  I  think  is  an  accurate  description  of  what  happened  last  year 
and  of  recent  history. 

STATEMENT  OF  HON.  LEON  E.  PANETTA,  DIRECTOR,  OFFICE 
OF  MANAGEMENT  AND  BUDGET 

Mr.  Panetta.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  first  of 
all,  I  would  like  to  submit  my  testimony  for  the  record. 

Chairman  Sabo.  The  entire  statement  will  be  put  in  the  record. 

Mr.  Panetta.  I  appreciate  that.  As  always,  I  appreciate  the  op- 
portunity to  come  back  to  the  House  Budget  Committee.  It  is  com- 
forting, despite  what  John  Kasich  says,  it  is  comforting  to  come 
back  and  be  able  to  exchange  thoughts  with  Members  whose  views 
I  respect  no  matter  what  side  of  the  issue  you  are  on. 

I  think  these  are  tough  challenges.  We  face  tough  issues  and 
tough  choices  and  it  is  important  that  we  work  together  and  that 
we  try  to  understand  each  other  as  we  try  to  direct  the  future  of 
the  budget,  try  to  reduce  deficits  and  try  to  keep  our  economy  mov- 
ing in  the  right  direction. 

The  main  purpose  of  the  budget  that  is  before  you  is  to  stay  on 
track  with  what  we  accomplished  last  year.  We  enacted  the  $500 
billion  in  deficit  reduction  last  year.  It  obviously  has  made  a  sig- 
nificant impact  in  terms  of  where  the  deficits  were  headed  and  it 
is  keeping — it  is  keeping  our  deficit  track  moving  downward  rather 
than  upward. 

Before  the  economic  plan  was  enacted,  we  were  looking  at  annual 
deficits  going  to  $300  billion.  For  1995  it  was  $302  billion,  by  1998 
it  was  going  to  be  $400  billion,  by  the  end  of  the  decade,  it  was 
going  to  approach  a  $500  billion  annual  deficit.  And  then  after  the 
turn  of  the  century,  according  to  CBO,  it  was  going  to  hit  $600  bil- 
lion annual  deficits,  so  we  clearly  saw  a  baseline  with  regard  to 
deficits  that  was  going  straight  up.  And  what  we  tried  to  do  and 
what  was  important  was  to  reverse  that  path.  And  we  have  begun 
that. 

It  isn't  the  end  of  the  road  by  any  means,  but  we  have  certainly 
reversed  the  path  of  where  those  annual  deficits  were  headed  and 
we  have  to  continue  to  make  sure  that  the  path  heads  downward. 
We  have  done  that  with  regard  to  fiscal  year  1995.  We  have  cut 
the  deficit  by  $126  billion.  We  have  the  most  consistent  deficit  re- 
duction over  those  3  years  through  1995  that  we  have  seen  in  40 
years. 

It  is  a  40  percent  cut  in  the  deficit.  It  also  obviously  helps  to 
keep  the  economy  on  track,  because  I  think  the  economy,  in  large 
measure,  is  greatly  helped  by  our  showing  fiscal  discipline  with  re- 
gard to  our  budgets.  The  fact  is  that  the  adoption  of  the  economic 
plan,  the  adoption  of  a  tough,  tough  budget  this  year  will  continue 
to  send  signals  to  the  markets  and  to  the  world  that  we  are  serious 
about  keeping  the  deficit  on  a  downward  trend. 


And  lastly,  I  think  it  is  important  for  us  at  the  same  time  to 
make  key  investments  in  the  future.  Budgets  are  not  just  about 
numbers.  We  can  talk  about  numbers  all  we  want,  but  budgets  are 
also  a  reflection  of  our  priorities  with  regard  to  the  American  peo- 
ple and  so  it  is  important  that  we  make  the  key  investments  in  our 
children,  in  technology,  in  our  businesses  for  the  future  in  order  to 
ensure  that  our  economy  is  headed  in  the  right  direction.  So  essen- 
tially, this  is  a  budget  that  tries  to  keep  us  on  track  with  the  effort 
that  was  begun  last  year  and  tries  to  ensure  that  we  stay  on  the 
right  track  for  the  future. 

It  reverses  the  policies  that  we  saw  over  the  last  12  years.  I 
mean,  again,  I  think  regardless  of  party,  whether  you  are  Democrat 
or  Republican,  you  know  that  the  election  in  1992  was  about  one 
thing:  It  was  about  the  economy  and  it  was  about  the  American 
people's  frustration  about  where  we  were  headed.  We  were  in  a  re- 
cession. We  couldn't  pull  out  of  it. 

We  were  seeing  huge  debts  building  up  for  this  country.  We  were 
seeing  a  political  system  that  wasn't  responding  to  that  challenge. 
And  the  consequence  was  that  the  public  was  frustrated  and  legiti- 
mately so  and  so  they  said  whoever  is  elected  President,  we  want 
to  change  the  direction  of  the  country  with  regard  to  budgets,  but 
also  with  regard  to  our  economy.  And  that  is  essentially  what  the 
President  tried  to  do. 

Instead  of  rising  borrowing  and  spending  where  we  were  seeing 
annual  deficits  escalating  almost  every  year  by  billions  of  dollars, 
we  have  now  begun  to  reverse  that.  We  are  bringing  deficits  down, 
particularly  as  a  percentage  of  GDP. 

Secondly,  people  were  concerned  about  working  families  taking 
the  brunt  of  policies  during  that  period  of  time,  and  what  we  have 
tried  to  do  is  restore  some  fairness  particularly  to  the  tax  system. 
The  Congressional  Budget  Office  has  said  we  now  have  the  most 
progressive  system  we  have  had  in  at  least  17  years. 

Thirdly,  we  are  trying  to  invest  in  economic  growth  and  in  to- 
day's workers  and  in  our  children. 

And  most  importantly,  we  are  trying  to  deal  with  this  in  a  real 
way  in  terms  of  not  using  any  gimmicks  or  smoke  and  mirrors  with 
regard  to  the  budget.  CBO  confirms  that  we  are  looking  at  deficits 
for  1995  not  of  $176  billion,  CBO  says  we  are  looking  at  $171  bil- 
lion. And  for  the  next  year  instead  of  roughly  what  we  consider  a 
deficit  of  about  $170  billion  they  are  looking  at  $166  billion.  So  we 
have  confirmation  that,  in  fact,  we  are  on  the  right  track  with  re- 
gard to  the  budget. 

Let  me  just,  if  I  can,  use  a  few  charts  to  summarize  some  key 
points  here. 

These  were  the  efforts  that  we  basically  focused  on.  Can  every- 
body see  the  charts?  I  think  you  have  them  on  your  testimony  as 
well.  But  clearly  our  effort  was  to  preserve  the  $500  billion  in  defi- 
cit reduction;  in  other  words,  not  waiver  from  what  we  had  enacted 
last  year,  and  I  can  assure  you  there  were  pressures  to  do  both  on 
the  spending  and  on  the  revenue  side.  And  our  feeling  was  we  have 
committed  this  $500  billion  to  a  deficit  reduction  trust  fund.  We 
are  going  to  stick  with  it. 

We  are  going  to  stick  with  the  savings  that  result  from  that.  We 
are  sticking  to  the  spending  caps.  And  I  guess,  you  know,  you  can 


argue  all  you  want  about  whether  the  caps  should  have  been  tight- 
er than  they  are.  I  have  got  to  tell  you  a  hard  freeze  cap  is  a  tight 
cap  with  regard  to  discretionary  spending  for  defense  and 
nondefense  accounts  and  we  are  sticking  to  those  caps. 

This  is  the  lowest  deficit  as  a  percent  of  GDP  since  1979.  It  has 
been  almost  15  years  since  we  have  seen  this  low  a  percent  of  defi- 
cit to  GDP,  and  it  is  a  deficit  that  is  going  down  3  straight  years. 
We  need  to  continue  the  path  that  we  have  set  here  and  that  is 
what  we  have  done.  We  have  set  a  path. 

Make  no  mistake  about  it,  but  in  order  to  reverse  the  concerns 
that  Mr.  Kasich  has  talked  about,  about  the  38  percent  increase  in 
the  debt,  to  reverse  that,  you  have  to  begin  someplace.  You  are  not 
going  to  turn  that  around  overnight.  It  took  us  12  years  to  get  here 
for  goodness  sake.  It  is  going  to  take,  you  know,  some  time  to  get 
back  on  the  right  path,  but  we  are  doing  that.  And  so  we  have 
begun  that  effort  and  clearly  the  deficit  is  pointed  in  the  right  di- 
rection now. 

As  I  said,  CBO  does,  in  fact,  confirm  the  low  deficits  that  we 
have  projected  for  these  next  few  years. 

On  the — where  the  baseline  was  headed  I  told  you  that  we  were 
looking  at  $400,  $500,  $600  billion  deficits.  The  upper  line  does  re- 
flect where  we  saw  annual  deficits  going  when  we  entered  office  in 
1993.  The  bottom  line  on  the  green  reflects  where  the  budget  cur- 
rently is  going  without  health  care  reform.  The  red  line  reflects 
health  care  reform. 

We  have  got  to  get  costs  down  on  health  care  reform.  There  is 
no  alternative  here.  If  you  pass  a  health  care  reform  bill  that 
doesn't  deal  with  cost  controls,  you  are  making  a  big  mistake  in 
terms  of  the  future  and  a  little  later  I  will  point  to  that  when  we 
deal  specifically  with  the  mandatory  programs. 

On  the  issue  of  GDP,  this,  again,  shows  the  reversal  in  the  path 
that  I  think  is  important.  You  have  seen — we  saw  from  1989  to 
1992  the  deficit  to  GDP  ratio  go  up  to  almost  5  percent  of  GDP. 
We  have  reversed  that  in  1993  and  1994,  and  we  are  going  to  be 
cutting  it  in  half  by  1995  and  we  are  going  to  continue  to  see  it 
move  downward  to  2.1  percent  and  we  need  to  keep  that  line  mov- 
ing downward. 

This,  I  think,  is  a  very  important  reflection  that  what  we  are 
doing  right  now  is  working.  Is  it  working  into  the  future?  We  are 
going  to  have  to  continue  to  do  that.  But  right  now  nobody  can 
question  that  we  are  on  the  right  track.  This  chart  shows  it.  We 
are  on  the  right  track.  We  just  have  to  continue  this  effort  into  the 
outyears. 

How  do  you  get  there?  You  have  got  to  do  it  with  spending  cuts 
and  clearly  that  is  what  this  budget  proposes. 

The  cuts  are  ones  that  are  tough.  I  mean  there  are  no  easy 
choices,  obviously,  when  you  do  this,  as  all  of  you  know.  We  have 
115  program  terminations.  Some  of  these  programs  have  appeared 
in  other  lists.  I  am  not  saying  that  some  of  those  programs  that 
are  listed  for  termination  haven't  been  around  before.  Almost  every 
budget  summit  that  I  have  been  in  have  dealt  with  a  lot  of  these 
programs,  but  we  have  got  to  look  at  them  and  we  have  got  to 
make  decisions  to  end  them. 


I  think  a  test  sometimes  of  whether  a  budget  proposal  is  serious 
is  whether  or  not  there  are  terminations  of  programs  included  in 
it.  And  we  have  got  115  here  for  people  to  work  with,  among  the 
300  program  cuts  below  the  1994  levels.  And  we  have  118,300  in 
FTE  personnel  reductions. 

Let  me  just  talk  a  little  bit  about  that  because  I  do  hope  that 
you  will  pay  some  attention  to  the  buy-out  provision  that  is  being 
considered,  hopefully,  by  the  House  in  the  next  few  days. 

This  is  it.  We  need  to  streamline  government.  Make  no  mistake 
about  it.  We  are  cutting  252,000  FTE's  over  5  years.  Every  major 
corporation,  every  business  has  had  to  go  through  streamlining. 
Government  has  got  to  do  the  same  thing.  But  at  the  same  time 
this  has  to  be  done  in  the  right  way.  There  is  a  smart  way  to  do 
this  and  there  is  a  stupid  way  to  do  this. 

If  all  we  do  is  wind  up  RIFing  people  we  are  doing  it  the  wrong 
way,  not  only  in  terms  of  losing  savings,  but  the  fact  you  are  not 
getting  at  the  people  you  have  to  get  at.  Our  target  is  to  try  to 
streamline  middle  management.  Under  the  current  system  if  you 
target  a  middle  manager  with  seniority,  he  can  basically  bump 
somebody  else  down  the  ladder,  so  you  wind  up  getting  rid  of  some- 
body you  may  not  want  to  get  rid  of. 

Having  the  buy-out  proposals  gives  us  the  flexibility  to  target 
who  we  want  to  depart.  We  did  that  with  the  Defense  Department 
reductions.  We  have  done  that  with  NASA.  We  have  done  that  with 
the  CIA.  We  need  to  do  that  with  other  agencies,  so  I  respectfully 
ask  you  to  please  look  at  that  buy-out  legislation  because  it  will  as- 
sist us  to  better  manage  this  reduction  we  are  after.  Also,  $16  bil- 
lion in  cuts  in  noninvestment  programs  and  a  5-year  cut  below  the 
baseline  of  $221  billion. 

Let  me  just  talk  about  that  last  point  because  I  think  everybody 
kind  of  assumes  that  we  have  changed  the  discussion  on  budget 
cuts.  I  can  remember  as  Chairman,  some  saying  we  ought  not  to 
talk  about  reductions  off  the  baseline.  We  ought  to  talk  about  what 
we  spent  in  1994,  what  we  spent  the  previous  year  and  what  we 
are  going  to  cut  or  spend  the  next  year.  And  that  is  essentially  the 
way  this  budget  is  presented.  It  is  based  on  that  approach. 

We  are  basically  saying  what  was  the  1994  level,  what  is  the 
1995  level.  But  I  also  think  you  need  to  consider  what  the  baseline 
increase  would  have  been  had  we  allowed  budgets  to  go  up  with 
inflation. 

The  inflation  increases  on  the  discretionary  budget  both  in  de- 
fense and  domestic  would  have  been  $221  billion  between  1995  and 
1999.  Now,  you  can  say,  okay,  that  is  inflation.  That  doesn't  count. 
We  just  want  to  talk  about  the  basic  costs.  Let  me  tell  you  when 
you  cut — when  somebody  proposes  cutting  cost  of  living  increases 
for  retirees  or  for  Social  Security  recipients,  that  is  a  cut.  Because 
inflation  has  gone  up  and  because  that  person  is  going  to  have  to 
live  with  less. 

Same  thing  is  true  here  in  these  accounts.  If  the  Defense  Depart- 
ment is  dealing  with  a  contract  where  inflation  has  gone  up  and 
we  don't  reflect  inflation  in  the  increase  we  provide,  you  have  got 
a  cut  that  you  are  dealing  with.  Same  thing  is  true  on  a  student 
loan.  If  a  student  is  paying  more  to  go  to  a  college  or  university 
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for  tuition  and  we  only  provide  a  certain  level  based  on  a  freeze, 
that  student  is  going  to  take  a  cut. 

So  while  I  don't  disagree  that  we  need  to  talk  about  what  we 
spent  last  year  and  what  we  are  spending  in  1995,  understand  that 
from  where  we  would  normally  be  going  with  inflation  increases  on 
the  budget,  we  are  taking  $221  billion  out  of  here.  Out  of  here.  No 
inflation  increases.  And  that  is  going  to  hurt  in  some  areas  and  it 
is  going  to  hurt  badly  with  regard  to  some  people.  But  that  is  what 
takes  us  down  to  the  cap,  which  is  the  blue  box  there  and  that  is 
where  we  have  got  to  stay  over  these  next  5  years. 

On  spending  as  a  percent  of  GDP,  this  is  an  important  chart  as 
well,  because  sometimes  the  question  is  asked,  what  is  the  percent 
of  Federal  spending  to  GDP.  In  the  4  years  between  1989  and  1992, 
spending  as  a  percent  of  GDP  went  up.  It  was  up  to  23  percent. 
We  are  bringing  that  down.  We  are  bringing  that  down  to  about 
21  percent  and  we  need  to  continue  that  path  downward. 

The  Federal  Government  ought  not  to  be  eating  into  GDP  in 
terms  of  spending.  We  need  to  move  that  line  downward  and  we 
are.  We  are.  We  need  to  continue  to  do  that. 

On  the  spending  cuts  themselves,  let  me  just  briefly  summarize 
what  the  key  themes  were  that  we  applied  for  spending  cuts.  We 
did  not  just  blindly  cut  across  the  board.  We  did  not  just  imple- 
ment some  kind  of  cap  across  the  board.  We  didn't  just  tell  agen- 
cies, you  got  a  10  percent  cut  so,  you  know,  cut  10  percent  out  of 
your  budget,  period. 

We  tried  to  apply  some  very  important  themes  as  to  how  we  cut. 
One  of  those  was  managing  government  for  cost-effectiveness  and 
results.  It  is  the  theme  that  was  used  in  the  National  Performance 
Review  by  the  Vice  President.  We  think  it  is  important  for  us  not 
only  to  cut  back  on  government,  but  to  better  manage  the  services 
that  we  currently  provide. 

With  regard  to  managing  government,  let  me  give  you  some  ex- 
amples of  the  cuts  we  have  made  there.  The  118,000  in  FTE  reduc- 
tions is  a  reflection  of  the  recommendations  from  the  National  Per- 
formance Review  and  the  President's  executive  order.  Incidentally, 
on  the  National  Performance  Review,  85  percent  of  the  agency-spe- 
cific recommendations  from  the  Vice  President  on  the  National  Per- 
formance Review  are  being  implemented  in  this  budget  or  by  Exec- 
utive Order. 

Most  of  the  recommendations  are  contained  in  the  budget.  So  for 
those  of  you  who  were  following  the  recommendations  on  the  Na- 
tional Performance  Review,  we  have  built  them  in  here.  And  as 
John  Kasich  mentioned  with  regard  to  the  Penny-Kasich  proposals, 
of  course  we  have  built  many  of  those  into  the  budget  as  well.  Be- 
cause they  are  proposals  that,  in  fact,  produce  savings  for  us  and 
many  came  from  our  own  recommendations. 

In  addition  to  that,  we  are  implementing  procurement  reform 
which  is  very  important  particularly  at  the  Defense  Department. 
We  need  to  be  much  more  efficient  to  cut  the  bureaucracy  that  is 
associated  with  the  whole  procurement  area.  We  have  rec- 
ommended that  procurement  reform  be  enacted  in  this  session, 
early  in  this  session  of  the  Congress.  We  think  savings  will  come 
from  that. 


Thirdly,  we  have  made  some  cuts  in  Departments  with  regard  to 
streamHning.  Agriculture  is  the  best  example  of  that.  We  are  cut- 
ting back  1,200  field  officers  in  the  Department  of  Agriculture. 

Some  of  those  field  officers  were  in  New  York  City  and  places 
like  that  where  they  didn't  belong  in  the  first  place.  But  we  do,  in 
fact,  have  some  field  offices  in  other  communities  that  are  going  to 
be  cut  back  on,  and  it  is  going  to  have  some  impact,  particularly 
in  some  of  the  rural  parts  of  this  country.  So  that  is  not  going  to 
be  easy,  but  it  is  obviously  the  kind  of  streamlining  we  have  to  en- 
gage in  with  Agriculture  and  HUD  and  some  of  the  other  agencies. 

The  end  of  the  cold  war  gives  us  the  opportunity  to  achieve  some 
savings,  particularly  with  regard  to  defense.  We  have  established 
the  defense  path.  The  President  has  made  clear  that  he  does  not 
want  to  take  that  path  down  any  further,  but  wants  to  stick  to  the 
path  that  we  provided  in  the  bottom-up  review. 

In  addition  to  that,  we  have  savings  in  other  agencies.  For  exam- 
ple, at  Department  of  Energy,  weapons  development  in  their  weap- 
ons labs  is  cut. 

I  should  point  out  that  seven  of  the  14  Departments  take  a  cut 
below  their  1994  levels  in  either  budget  authority  or  outlays.  De- 
partment of  Energy  is  one  of  those  because  of  the  reductions  in  the 
defense  labs. 

The  third  part  is  better  targeting  of  government  grants.  We  have 
a  responsibility  when  we  look  at  government  spending  to  make 
sure  that  it  hits  the  target.  And  I  just  have  to  tell  you  that  there 
are  programs  that,  frankly,  are  not  well-targeted  in  terms  of  people 
in  need.  These  are  sensitive  programs. 

I  understand  that,  but  I  think  all  of  us  need  to  work  together  to 
try  to  see  if  we  can  better  target  taxpayers'  dollars  to  the  people 
in  need.  An  example  of  that  is  the  LIHEAP  program,  the  Low  In- 
come Energy  Assistance  Program.  I  was  here  at  the  time  that  that 
program  was  first  developed  in  the  late  1970's.  It  was  developed  be- 
cause of  the  oil  embargo  in  the  Middle  East  and  the  concern  about 
fuel  costs  particularly  in  the  Northeast  as  a  consequence  of  that. 

The  program  over  the  years,  however,  has  developed  a  formula 
that,  in  fact,  now  distributes  funds  to  all  States.  It  has  almost  be- 
come what  I  would  call  kind  of  a  quasi-entitlement  program  when 
you  distribute  the  funds  by  formula,  distribute  them  to  a  number 
of  States  regardless  of  need.  For  example,  I  was  asked  to  release 
about  $100  million  because  of  the  cold  weather  that  we  are  cur- 
rently having.  If  I  release  $100  million  under  the  LIHEAP  pro- 
gram, that  money  by  virtue  of  the  formula,  while  some  of  it  will 
go  to  Minnesota  and  Maine  and  New  York  and  some  of  the  States 
that  are  impacted  by  the  cold  weather,  it  will  also  go  to  warm 
weather  States  that  aren't  particularly  facing  any  problem  at  the 
present  time. 

I  think  that  is  wrong  and  I  really  do  think  that  we  need  to  focus 
on  trying  to  develop  a  much  better  formula  with  regard  to  that  pro- 
gram. 

Transit  operating  subsidies.  This  is  another  sensitive  area.  As 
the  Secretary  of  Transportation  said,  the  Federal  role  really  ought 
to  focus  on  capital  investment,  so  we  increase  the  capital  invest- 
ment on  mass  transit.  We  increase  it  by  40  percent  almost  $650 
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million,  but  we  provide  about  a  25  percent  cut  in  the  operating  sub- 
sidies, a  reduction  of  almost  $202  million. 

We  think  that  would  be  appropriate  use  of  those  Federal  funds 
in  the  capital,  in  the  infrastructure  side  of  transit.  And  that  is  why 
we  are  proposing  that  that  is  where  we  focus  the  funds  and  that 
does  mean  that  local  communities  will  have  to  pick  up  a  little  more 
of  the  burden  on  the  operating  side,  but  that,  frankly,  is  the  area 
that  they  ought  to  be  contributing  in  as  partners  in  providing  for 
the  infrastructure  of  this  country. 

Thirdly,  on  public  housing  this  is  also  sensitive.  And  it  does  not 
reflect  any  backing  off  of  the  commitment  of  this  administration  to 
provide  public  housing  to  those  in  need  and  to  provide  elderly  hous- 
ing, but  right  now  there  is  a  5-year  backlog  on  elderly  housing. 
Five  years,  so  what  we  put  into  the  budget  this  year  is  essentially 
not  coming  out  the  other  end  with  regard  to  elderly  housing  for 
whatever  reason,  whether  it  is  HUD  or  whether  it  is  communities 
that  for  one  reason  or  another  can't  locate  the  elderly  housing  in 
their  communities.  It  is  not  coming  out  the  other  end. 

The  same  thing  is  true  on  public  housing.  We  have  got  an  $8  bil- 
lion pipeline  on  public  housing  so  that,  you  know,  it  makes  for  a 
great  press  release  for  those  who  want  to  increase  public  housing, 
but  the  reality  is  it  is  not  coming  out  the  other  end.  And  so  what 
we  need  to  do  is  improve  the  incentives  for  building  the  housing 
to  move  these  communities  along. 

We  have  some  communities  that  are  doing  a  good  job  on  this,  but 
we  have  some  communities  that  are  not  doing  a  good  job  in  terms 
of  actually  building  the  housing  that  we  are  trying  to  provide.  And 
we  need  to  provide  better  incentives  to  move  them  along. 

Those  are  some  of  the  more  sensitive  cuts  obviously  in  targeting 
of  government  grants.  On  nonpriority  programs,  as  all  of  you  know, 
one  person's  nonpriority  is  another  person's  priority.  But  the  fact 
is,  I  think,  when  you  look  at  some  of  these  programs,  whether  it 
is  export  subsidy  programs  or  impact  aid  part  B  or  whether  it  is 
the  Beluga  Whale  Committee  or  whether  it  is  some  of  the  studies 
that  we  have  built  up  over  the  years,  I  think  clearly  there  are  pro- 
grams that  we  can  do  away  with  and  those  are  largely  reflected  in 
the  115  proposed  for  elimination. 

The  last  is  paying  for  government  services.  We  think  that,  just 
as  in  the  Kasich  proposal  and  in  the  Dole  proposal  that  there  ought 
to  be  pay  for  services  that  the  government  provides  in  terms  of 
fees.  The  main  increase  here  is  the  fee  for  firearms  dealers,  but  we 
have  other  fees  that  increase  funding  particularly  for  pesticide  reg- 
istration, as  well  as  for  the  SEC  and  the  FDA. 

What  are  the  investments  that  we  are  targeting  for  the  future? 
Incidentally,  the  total  that  we  cut  in  discretionary  outlays  is  about 
$24  billion.  About  two-thirds  of  that  is  necessary  just  to  get  to  the 
cap  levels  and  then  we  have  to  find  about  $8.5  billion  more  in  addi- 
tional cuts  to  basically,  then,  put  them  into  these  priorities  that 
you  have  before  you. 

What  are  the  priorities?  Well,  obviously,  jobs  and  investment  in 
our  economy  are  extremely  important.  Education  and  training.  On 
education  and  training  we  provide  substantial  investments.  And  let 
me  just  say  that  these  are  not  just  and  they  shouldn't  be  just 
Democratic   investments.    These   ought   to   be   Republican    invest- 
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ments.  These  ought  to  be  Democratic  investments.  These  ought  to 
be  the  kind  of  investment  that  is,  frankly,  supported  on  a  biparti- 
san basis,  because  they  are  right  for  the  country  and  they  have 
been  supported  on  a  bipartisan  basis  in  the  past. 

For  example,  we  provided  substantial  investment  for  Head  Start. 
We  think  Head  Start  is  a  good  investment  in  kids  for  the  future 
and  we  do  that  here. 

Title  I  for  disadvantaged  elementary  students.  You  are  going 
through  reforms  now  on  Title  I.  We  provide  the  funding  for  Title 
I.  Goals  2000,  again  a  bipartisan  proposal  that  we  hope  to  pass  in 
the  next  few  weeks.  We  have  fully  funded  that  here. 

School-to-work  apprenticeship  program.  That  is  important.  Na- 
tional Service  Program.  We  have  funded  all  of  those.  In  addition, 
there  is  a  significant  increase  for  the  WIC  Nutrition  Program.  We 
fully  fund  WIC  in  this  budget,  a  commitment  we  made  last  year 
and  we  live  by  that  commitment  in  this  budget  as  well.  For  edu- 
cation and  training  combined  the  increase  is  almost  24  percent. 

Part  of  that  training  increase,  incidentally,  is  in  a  work  force  se- 
curity initiative  where  we  consolidate  some  training  programs  in 
order  to  establish  a  more  consolidated  program  that  not  only  trains 
people  who  need  it,  but  places  them  in  jobs.  The  biggest  failing  we 
have  right  now  in  the  job  training  area  is  we  do  a  good  job  training 
people,  but  not  placing  them  in  jobs. 

We  need  to  do  a  better  job  at  that  and  that  is  what  the  proposal 
that  we  will  present  on  work  force  security  is  aimed  at.  As  I  said, 
it  is  a  big  increase.  It  is  about  a  31  percent  increase  for  that  area. 

On  the  area  of  infrastructure,  we  basically  provide  full  funding 
for  the  ISTEA  Core  Highway  Program  formula  and  let  me  just 
mention,  John  Kasich  raised  the  issue  on  demonstration  projects. 
We  submitted  rescissions  in  October  that  included  elimination  of 
demonstration  projects  and  we  have  resubmitted  those  proposals 
with  regard  to  demonstration  projects.  We  are  asking  that  the  Sec- 
retary be  given  the  authority  to  further  reduce  outlays  here.  In 
order  to  keep  the  ISTEA  formula  whole,  we  may  and  the  Secretary 
will  recommend  additional  reductions  with  regard  to  demonstration 
projects,  but  what  we  need  is  for  him  to  have  that  authority  so  that 
he  can,  in  fact,  look  at  those  projects  and  make  judgments  as  to 
which  ones  ought  to  be  rescinded  and  which  ones  we  ought  to  pro- 
ceed with. 

On  the  area  of  technology,  this  is  an  important  investment  area 
that  the  President  and  the  Vice  President  feel  very  strongly  that 
we  need  to  support  NIST,  the  National  Institute  of  Standards  and 
Technology,  many  of  you  are  familiar  with  this  program.  This  basi- 
cally is  a  program  that  helps  develop  new  technologies  and  then 
transfers  those  technologies  into  the  private  sector.  It  is  very  im- 
portant, for  example,  for  the  defense  labs  that  we  have  at  Energy 
to  be  able  to  use  this  for  the  private  sector  contractors  that  were 
involved  in  defense  to  make  the  conversion  to  a  domestic  economy 
with  this  kind  of  funding. 

We  also  increased  funding  for  the  information  superhighway,  for 
the  Defense  Department's  Reinvestment  Program  and  other  de- 
fense conversion,  for  energy  conservation  R&D  and  for  the  National 
Science  Foundation.  Those  are  good  investments  that  help  business 
in  the  long  term,  and  in  that  area  we  have  a  22  percent  increase. 
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On  health  security,  again,  outside  of  health  care  reform,  we  have 
targeted  funds  that  we  think  are  important,  for  example,  the  Na- 
tional Institutes  of  Health.  NIH,  we  have  given  about  a  5  percent 
increase.  That  is  the  largest  increase  requested  by  a  President  in 
years  in  terms  of  the  NIH.  We  are  also  asking  for  continued  addi- 
tions for  Ryan  White  AIDS  treatment,  for  AIDS  research,  for  wom- 
en's health,  for  childhood  immunization  and  for  drug  treatment. 

We  are  putting  a  significant  investment  into  drug  treatment  for 
hard-core  addicts.  That  area  is  increased  by  about  10  percent  over 
1994.  Lastly,  on  fighting  crime,  as  you  know,  the  Senate  has  en- 
acted a  crime  bill  that  targets  about  $22  billion  for  fighting  crime. 
We  took  $2.7  billion  of  that,  the  1995  number  and  have  basically 
targeted  the  100,000  police  on  the  Nation's  streets.  We  started  im- 
plementing the  Brady  bill,  establishing  Community  Partnerships 
Against  Crime  Programs  in  the  Department  of  Housing  and  Urban 
Development  and  we  have  a  major  initiative  to  try  to  tighten  bor- 
der security  in  this  country.  Almost  $300  million  of  that  would  go 
to  improve  our  border  security. 

Lastly,  on  national  security,  as  the  President  pointed  out,  we  ba- 
sically want  to  stick  to  the  levels  that  we  have  developed  on  de- 
fense spending.  We  think  that  if  we  can,  we  will  continue  to  have 
the  world's  best  equipped,  best  trained  and  best  prepared  fighting 
forces  in  the  world. 

Let  me  just  say  what  the  purpose  is  of  all  of  this  debate  we  have 
on  budgets.  The  purpose  is  to  ensure  that  it  works  to  improve  our 
economy.  That  is  really  what  we  ultimately  care  about.  We  care 
about  helping  people,  but  we  also  care  about  whether  or  not  we  are 
improving  our  economy. 

Clearly,  the  size  deficits  that  we  were  running  were  a  drag  on 
where  the  economy  was  going.  Nobody  here  questions  the  fact,  I 
hope,  that  if  we  had  not  passed  the  budget  last  year,  if  we  had  not 
passed  NAFTA,  that  we  would  have  sent  a  terrible  signal  as  to 
where  the  economy  was  going.  A  terrible  signal.  But  the  fact  that 
we  did  that,  I  think,  has  put  us  in  the  right  direction  and  it  is  re- 
flected in  a  number  of  areas. 

Obviously  in  job  creation,  we  are  seeing  almost  twice  the  job  cre- 
ation in  1993  that  we  saw  in  the  previous  4  years.  That  is  impor- 
tant. Those  are  new  jobs.  And  they  count  in  terms  of  people  and 
our  future.  We  are  seeing  real  economic  growth.  These  were  the 
growth  levels  of  the  economy  between  1988  and  1992. 

In  1993,  we  are  seeing  the  largest  growth 'we  have  seen  in  years 
in  terms  of  the  economy  and  we  have  got  to  continue  that.  When 
the  economy  grows,  that  is  what  produces  more  jobs  and  that  is 
what  produces  a  better  future  for  our  kids. 

On  investments,  and  this  is  where  I  think  the  deficit  makes  the 
biggest  impact  if  you  can  reduce  the  deficit  because  this  reflects  di- 
rectly on  interest  rate  levels  and  if  you  can  keep  long-term  interest 
rate  levels  down,  if  you  can  move  the  deficit  downward,  you  free 
up  more  money  for  investment  in  the  private  sector. 

Private  investment,  which  I  think  is  a  key  measure  of  future 
growth,  grew  eight  times  as  fast  in  1993,  eight  times  as  fast  in 
1993  as  it  did  in  the  years  1988  to  1992. 

That  is  why  it  is  important  to  keep  the  deficit  going  downward. 
That  is  why  it  is  important  to  make  the  investments  because  in  the 
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end,  it  isn't  because  we  can  kind  of  beat  our  breast  and  say  isn't 
it  wonderful  that  we  are  reducing  the  deficit.  We  are  not  reducing 
the  deficit  for  just  the  deficit's  sake.  We  are  reducing  the  deficit  to 
improve  the  economy.  And  that  chart,  more  than  anything  else, 
proves  that  it  can  work. 

Now,  let  me  tell  you  what  the  problems  are  in  the  outyears  and 
John  Kasich's  chart  points  to  this.  The  problem  is  that  we  have 
done  a  pretty  good  job  with  regard  to  controlling  discretionary 
spending.  The  caps  are  there.  If  we  exceed  those  caps  we  have  to 
sequester  everything  across  the  board.  We  are  going  to  live  by 
those  caps. 

On  the  mandatory  side  it  is  a  different  story.  Ninety  percent,  90 
percent  of  the  growth  in  Federal  spending  between  the  years  1995 
through  1999  are  in  these  areas.  Ninety  percent.  You  are  worried 
about  where  we  are  headed  in  the  future.  So  am  I,  because  it  isn't 
enough  just  to  deal  with  discretionary  spending.  The  package  we 
enacted  last  year  keeps  us  on  a  downward  path  on  the  deficit,  but 
if  we  don't  deal  with  these  issues  the  deficit  is  going  back  up,  make 
no  mistake  about  it,  if  we  don't  deal  with  these  issues  the  deficit 
is  going  back  up. 

Health  care  is  the  biggest  culprit  here  in  terms  of  outyear  costs. 
It  is  the  red  area.  It  is  going  up  nearly  $200  billion  over  the  next 
few  years  if  we  don't  control  health  care  costs. 

Interest  on  the  debt.  Unfortunately,  the  heritage  we  have  left  our 
kids  is  that  interest  on  the  debt,  when  we  took  the  national  debt 
up  to  $4  trillion.  It  isn't  enough,  frankly,  to  try  to  cut  the  spending 
side  of  it.  Ultimately,  you  have  got  to  try  to  address  the  interest 
payments  on  the  debt  because  those  are  increasing  whether  you 
like  it  or  not.  It  is  tough  to  deal  with  because  you  just  can't  just 
stop  paying  interest  on  the  debt.  That  is  where  the  spending  is 
going  up  in  the  outyears. 

The  third  is  Social  Security  because  our  people,  as  they  grow 
older,  use  those  benefits  more.  That  is  an  area  that  is  going  to  ex- 
pand. Now  admittedly.  Social  Security  pays  for  itself  People  make 
a  contribution,  but  clearly  that  area  of  the  budget  is  going  to  in- 
crease. 

The  yellow  areas  are  the  other  mandatory.  That  is  basically  pro- 
grams that  serve  the  poor,  but  that  is  relatively  modest. 

Where  is  that  line?  The  red  line  down  here  is  discretionary 
spending.  You  can't  even  see  it  in  terms  of  future  spending  in- 
creases. So  my  friends,  if  we  are  serious  about  dealing  with  the 
outyear  problems,  we  simply  have  to  deal  with  these  areas  and  the 
most  important,  obviously,  is  health  care  costs. 

Now,  the  President  has  presented  a  plan.  Obviously,  we  saw  the 
CBO  estimates  presented  yesterday  with  regard  to  the  plan.  The 
important  thing  about  what  CBO  said  is  that,  in  fact,  the  plan  does 
cover  all  Americans  and  that  ultimately  it  will  reduce  costs  in 
health  care.  That  is  important.  But  let  me  also  say  that  I  recognize 
the  fact  that  one  of  the  disciplines  we  built  into  the  budget  is  not 
only  the  cap,  it  is  paygo,  and  what  paygo  basically  says  is  that  any 
program  we  try  to  pass  we  have  got  to  pay  for.  And  we  can't  in- 
crease the  deficit.  So  whether  it  is  the  plan  that  the  President  has 
provided  or  whether  it  is  another  plan  that  you  are  working  on, 
you  cannot  increase  the  deficit  and  we  will  not  increase  the  deficit 
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so  we  have  got  to  work  with  CBO,  as  we  will,  to  ensure  that  it 
stays  within  those  targets. 

We  had  to  do  that  with  NAFTA.  I  have  to  tell  you  we  had  to 
spend  literally  days  working  with  CBO  to  ensure  that  it  was  paid 
for  in  every  year  to  the  dime  because  if  it  wasn't,  it  would  be  sub- 
ject to  a  point  of  order. 

On  the  House  side  you  can  waive  points  of  order,  but  in  the  Sen- 
ate it  takes  60  votes  to  waive  a  point  of  order.  And,  therefore,  it 
could  have  killed  NAFTA  had  we  not  done  that  and  the  same  thing 
is  true  for  health  care  reform.  We  have  got  to  meet  the  require- 
ments and  we  will.  And  we  think  it  can  be  done.  But  don't  lose 
sight  of  the  main  point. 

The  main  point  is  we  need  health  care  reform.  Not  only  to  cover 
all  Americans,  but  to  control  costs.  Also,  I  would  not  be  gleeful, 
those  of  you  who  don't  want  to  support  the  President's  plan.  I 
would  not  be  too  gleeful  about  what  CBO  did  until  you  see  what 
CBO  does  to  the  other  plans  that  are  out  there  in  terms  of  cost  con- 
trol in  the  outyears,  because  from  my  point  of  view,  if  you  care 
about  where  the  deficit  is  headed,  you  had  better  support  a  health 
care  reform  bill  that  controls  costs  and  CBO  made  very  clear  yes- 
terday that  the  President's  plan  controls  costs  and  that  controlling 
health  care  costs  is  consistent  with  providing  comprehensive  cov- 
erage. 

Those  are  some  of  the  issues.  Let  me  also  mention  just  a  couple 
other  points  very  quickly  and  then  I  will  be  happy  to  answer  your 
questions.  On  welfare  reform,  welfare  reform  is  the  same  approach 
as  health  care.  On  welfare  reform,  when  we  come  to  decisions  as 
to  what  will  be  included,  we  have  to  pay  for  it  and  we  will.  The 
bill  that  will  be  introduced  in  the  early  spring  will  be  fully  paid  for. 
And  we  will  present  that  bill  at  that  time. 

As  you  know,  on  the  GATT  agreement,  which  is  the  trade  agree- 
ments, we  have  got  to  come  up  with  about  $11  billion  to  cover  the 
cost  on  the  GATT  agreement. 

What  we  will  have  to  do  is  basically  negotiate  with  the  Members 
to  ensure  that  we  pay  for  that.  If  we  don't  pay  for  GATT,  it  will 
also  be  subject  to  a  point  of  order,  so  that  is  another  area  that  we 
need  to  work  together  to  determine  how  that  will  be  fully  paid  for. 

I  might  also  mention  that  the  President,  this  week,  will  an- 
nounce the  establishment  of  the  Kerrey  Commission.  Kerrey  Com- 
mission is  basically  designated  to  present  recommendations  as  to 
further  entitlement  reforms.  We  need  to  do  that  for  the  future, 
again,  to  deal  with  this  problem.  This  is  not  the  end  of  the  road. 
It  is  the  beginning  of  the  road.  We  are  facing  some  tough  battles 
ahead,  but  I  honestly  urge  you,  for  the  first  time  in  a  long  time, 
I  think  this  is  a  budget  where  on  a  bipartisan  basis  there  is  no  rea- 
son why  Republicans  and  Democrats  cannot  work  together  to  get 
this  budget  adopted. 

I  know  the  partisan  game  playing,  I  have  been  a  part  of  it  and 
I  have  done  the  same  thing  as  John  Kasich  does  once  in  a  while 
on  his  side.  We  all  know  what  politics  are  about  and  we  all  know 
that  part  of  the  game  here  is  to  try  to  show  that  somehow  the  other 
side  is  responsible  for  all  the  woes  in  the  world.  There  is  enough 
blame  here  to  go  around  for  everybody.  Democrats  and  Republicans 
alike. 
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I  think  the  time  has  come  for  us  to  work  together  to  try  to  deal 
with  these  issues.  There  is  not  a  lot  of  room  here  in  this  budget. 
We  are  dealing  with  a  cap.  We  have  all  got  to  face  that  cap  and 
make  decisions.  How  do  we  get  the  cuts?  We  are  dealing  with 
health  care  costs  in  the  outyears.  We  have  all  got  to  deal  together 
to  find  ways  to  control  that.  If  we  can  work  together  and  show  the 
American  people  that  we  can  work  together,  I  think  not  only  can 
we  restore  our  economy,  but  we  can  restore  the  faith  of  the  Amer- 
ican people  in  the  fact  that  we  can  do  our  job  and,  in  fact,  that  we 
can  provide  our  children  with  a  better  life.  Thank  you,  Mr.  Chair- 
man. 

[The  prepared  statement  of  Hon.  Leon  E.  Panetta  follows:] 

Prepared  Statement  of  Hon.  Leon  E.  Panetta,  Director,  Office  of 

Management  and  Budget 

Mr.  Chairman,  Mr.  Kasich,  Members  of  the  Committee,  as  always  it  is  a  pleasure 
to  appear  before  you.  I  am  here  today  to  discuss  the  President's  fiscal  year  1995 
budget,  which  he  transmitted  to  the  Congress  two  days  ago.  A  copy  has  been  pro- 
vided to  every  Member,  and  I  hope  that  you  and  your  staffs  have  found  it  useful. 

The  President's  1995  budget  builds  on  the  very  strong  foundation  for  long-term 
growth  and  prosperity  that  we  laid  together  last  year  with  the  adoption  of  the  Presi- 
dent's economic  plan.  The  budget  emphasizes  continued  fiscal  discipline  and  spend- 
ing cuts,  both  to  follow  through  on  deficit  reduction  and  to  finance  targeted  public 
investments  in  long-term  economic  growth. 

In  November,  1992,  the  American  people  sent  a  clear  message  that  they  wanted 
to  reverse  the  budget  and  economic  policies  of  the  past,  which  had  produced  huge 
deficits  and  a  stagnant  economy.  President  Clinton  has  carried  out  that  mandate. 

With  his  economic  plan  last  year,  and  with  this  budget.  President  Clinton  has  set 
a  new  path  for  the  future.  Instead  of  rising  deficits,  we  have  shrinking  deficits.  In- 
stead of  tax  unfairness,  we  have  a  tax  system  that,  according  to  the  Congressional 
Budget  Office,  is  more  progressive  than  at  any  time  in  at  least  17  years.  Instead 
of  ignoring  our  future,  we  are  investing  to  improve  long-term  economic  growth  and 
to  make  today's  workers  and  our  children  more  productive.  And  finally,  the  numbers 
are  real — no  rosy  scenarios,  no  gimmicks,  no  smoke  and  mirrors.  What  you  see  is 
what  you  get. 

FISCAL  DISCIPLINE 
Deficits 

This  budget  preserves  the  $500  billion  in  deficit  reduction  that  Congress  and  the 
President  enacted  in  1993  through  the  Omnibus  Budget  Reconciliation  Act  (OBRA- 
93).  It  sticks  to  the  spending  caps  established  last  year.  It  produces  the  lowest  defi- 
cit as  a  percentage  of  GDP  in  15  years,  since  1979.  And  it  produces  declining  deficits 
for  three  straight  years.  The  Congressional  Budget  Office  essentially  has  confirmed 
these  numbers.  Indeed,  CBO  believes  the  deficit  will  be  even  lower. 

The  budget  deficit,  which  was  $290  billion  in  1992  and  $254.7  billion  in  1993,  is 
projected  to  fall  to  $234.8  billion  in  1994,  and  $176.1  in  1995.  That  would  be  three 
declines  in  a  row  in  over  40  years — for  the  first  time  since  Harry  Truman  was  Presi- 
dent. As  the  President  said  in  his  State  of  the  Union  address,  today  the  buck  stops 
here. 

The  1995  deficit  was  projected  at  $302  billion  before  the  President's  plan  was  en- 
acted. The  $126  billion  drop  to  $176  billion  represents  a  40-percent  cut  in  the  defi- 
cit. That  cut  is  due  primarily  to  two  factors.  The  specific  deficit  reduction  measures 
contained  in  OBRA-93  are  responsible  for  $83  billion,  or  about  two-thirds,  of  that 
total.  The  improved  economic  outlook  is  responsible  for  another  $22  billion.  That  in- 
cludes $12  billion  from  economic  changes,  largely  lower  interest  rates,  and  $10  bil- 
lion from  reduced  deposit  insurance  outlays,  also  due  largely  to  lower  interest  rates. 

As  a  percentage  of  GDP,  which  measures  the  size  of  the  deficit  relative  to  the 
economy,  the  deficit  declines  from  4.9  percent  in  1992  to  4.0  percent  in  1993,  and 
2.5  percent  in  1995.  Without  enactment  of  the  President's  health  care  plan,  it  flat- 
tens out  at  2.3  percent  through  1999.  But  with  the  plan's  enactment,  it  falls  to  2.1 
percent  by  1999.  This  is  a  sharp  contrast  to  the  previous  four  years,  when  deficits 
as  a  percentage  of  GDP  rose  considerably. 
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Let  me  quote  the  Congressional  Budget  Office.  CBO's  January  report  on  the  budg- 
et outlook  stated,  ". . .  the  deficit  picture  is  significantly  brighter  than  it  appeared 
one  year  ago . . .  The  dramatic  improvement  since  last  January  is  largely  the  result 
of  the  enactment  in  August  of  a  major  package  of  tax  increases  and  spending  cuts — 
the  Omnibus  Budget  Reconciliation  Act  of  1993." 

Spending  cuts 

With  regard  to  spending  cuts,  the  budget  sticks  to  the  spending  caps,  which  freeze 
outlays  at  1993  levels.  Indeed,  discretionary  outlays  fall  by  nearly  $8  billion  from 
1994  levels.  Seven  out  of  14  departments  are  cut  below  the  1994  enacted  level,  in 
either  budget  authority  or  outlays  or  both. 

Some  300  programs  are  cut  below  the  1994  enacted  level,  including  more  than  100 
which  are  actually  terminated. 

Federal  employment  is  reduced  by  118,000  from  the  beginning  of  1993.  That  ex- 
ceeds the  President's  executive  order  requirement  by  18  percent,  and  it  puts  us 
ahead  of  schedule  for  achieving  the  252,000  reduction  recommended  in  the  Vice 
President's  National  Performance  Review. 

To  give  an  example  of  the  austerity  of  the  spending  freeze,  over  the  next  five 
years  it  will  take  $221  billion  in  cuts  from  baseline  to  meet  the  spending  caps. 

Here  again,  there  is  a  stark  comparison  to  the  previous  12  years.  Annual  federal 
spending  as  a  percentage  of  GDP  is  going  to  be  lower  than  it  was  in  those  years. 

The  spending  cuts  are  in  the  following  areas: 

Managing  government  for  cost-effectiveness  and  results.  Savings  here  include  the 
reduction  of  Federal  personnel  levels  by  118,300,  the  procurement  reforms  rec- 
ommended by  the  National  Performance  Review,  and  the  elimination  of  1,200  De- 
partment of  Agriculture  field  offices. 

Better  targeting  of  government  grants.  Savings  here  include  Low-Income  Home  En- 
ergy Assistance  (LIHEAP),  a  reduction  of  $707  million  from  1994,  which  will  permit 
us  to  better  target  the  program  to  areas  of  the  greatest  need;  Transit  Operating 
Subsidies,  a  reduction  of  $202  million  in  a  program  that  is  more  appropriately  fi- 
nanced at  the  local  level  that  will  help  us  to  increase  by  $650  million  capital  transit 
subsidies,  which  we  believe  are  a  more  appropriate  use  of  Federal  funds;  and  public 
housing  savings  of  over  $2  billion,  in  an  area  where  the  is  $8  billion  in  the  funding 
pipeline  already,  permitting  us  to  make  significant  investments  in  housing  vouchers 
and  aid  to  the  homeless. 

Reductions  and  terminations  of  low -priority  programs.  The  budget  terminates  over 
100  programs,  including  oilseed  export  subsidies,  portions  of  the  impact  aid  pro- 
gram, most  of  the  Education  Department  programs  recommended  for  repeal  by  the 
National  Performance  Review,  and  NASA's  long  duration  orbiter.  The  programs  also 
include  such  low-priority  programs  as  the  Beluga  Whale  Committee  and  the  Center 
for  Shark  Research.  We  think  it  makes  sense  in  some  programs  not  just  to  reduce 
spending  but  to  end  it  entirely. 

Defense  savings  following  the  end  of  the  Cold  War.  The  downsizing  of  the  defense 
budget  that  began  in  the  mid-1980's  and  which  President  Bush  accelerated  following 
the  end  of  the  Cold  War  is  continuing  in  this  Administration.  However,  the  Presi- 
dent will  not  accept  any  further  reductions  beyond  those  we  proposed  last  year. 

Requiring  payment  for  government  services.  Finally,  while  this  budget  contains  no 
new  tax  increases,  other  than  the  taxes  contained  in  the  health  care  reform  plan, 
it  does  contain  some  fee  increases.  One  example  would  be  the  increased  gun  dealer 
licensing  fees  announced  by  Secretary  Bentsen  in  order  to  help  curb  the  gun  vio- 
lence on  our  streets. 

INVESTMENTS 

While  about  two-thirds  of  the  spending  cuts — $17  billion  in  outlays — will  be  used 
to  fulfill  the  deficit  reduction  we  required  last  year,  the  other  one-third — about  $8 
billion  in  outlays — will  finance  nearly  $14  billion  in  budget  authority  for  targeted 
investments  in  the  future  of  our  economy  and  our  people. 

Those  investments  are  in  research,  technology,  and  infrastructure  to  spur  eco- 
nomic growth  and  create  more  and  higher-paying  jobs;  in  education  and  training  to 
make  our  children  and  workers  more  productive  and  prepare  them  to  hold  those 
jobs  now  and  in  the  future;  in  the  environment;  in  health  security;  and  in  fighting 
crime. 

Investments  in  the  budget  include  the  following: 

Technology  and  research:  the  Commerce  Department's  National  Institute  of 
Standards  and  Technology  (NIST),  the  information  superhighway,  the  Defense  De- 
partment's Technology  Reinvestment  Program  and  other  defense  conversion  dual- 
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use  technology  programs,  energy  conservation  research  and  development,  NASA's 
Mission  to  Planet  Earth,  and  National  Science  Foundation  research  and  education. 

Overall  for  technology  and  research  investment  programs,  there  is  a  $1.4  billion, 
or  22-percent,  increase  over  1994,  and  a  50-percent  increase  over  1993. 

Infrastructure:  full  funding  of  the  core  highway  programs  under  the  Intermodal 
Surface  Transportation  Efficiency  Act  (ISTEA),  a  substantial  increase  for  mass  tran- 
sit formula  capital  grants,  and  the  Department  of  Agriculture's  rural  development 
initiative. 

For  infrastructure  investment  programs,  there  is  a  $1.3  billion,  or  6  percent,  in- 
crease, a  21-percent  increase  from  1993  (not  including  a  $1.7  billion  increase  in 
rural  development  loans). 

Education,  other  children's  programs:  substantial  investments  for  Head  Start, 
Title  I  for  disadvantaged  elementary  students.  Goals  2000  for  elementary  and  sec- 
ondary school  reform,  the  school-to-work  apprenticeship  program  for  non-college- 
bound  high  school  students,  and  national  service  to  allow  more  young  people  to 
serve  their  communities  and  earn  money  toward  college,  and  a  significant  increase 
for  the  WIC  nutrition  program  for  pregnant  women,  infants,  and  young  children. 

Training:  the  President's  Workforce  Security  initiative  to  provide  a  new  reemploy- 
ment system,  a  significant  expansion  of  the  Job  Corps,  and  a  one-stop  career  shop- 
ping initiative. 

For  education  and  training  investments,  the  increase  is  $3.3  billion,  or  24  percent, 
from  1994,  43  percent  from  1993. 

Environment:  the  climate  change  action  plan  in  the  Department  of  Energy,  natu- 
ral resource  protection  and  environmental  infrastructure  in  the  Interior  Depart- 
ment, and  the  Environmental  Protection  Agency's  clean  water  and  safe  drinking 
water  State  revolving  funds. 

For  environmental  investments,  the  increase  is  $1.4  billion,  or  24  percent,  from 
1994,  32  percent  from  1995. 

Health  security:  a  record  request  for  the  National  Institutes  of  Health,  continued 
additions  for  the  Ryan  White  Act,  childhood  immunizations,  and  drug  treatment. 

For  these  programs,  which  are  separate  from  the  President's  health  care  reform 
plan,  there  is  an  overall  increase  of  $1.3  billion,  or  10  percent,  over  1994,  or  20  per- 
cent over  1993. 

Crime:  an  additional  $2.7  billion  in  1995,  most  of  which  is  for  the  community  po- 
licing initiative,  the  President's  pledge  to  put  an  additional  100,000  police  on  the 
nation's  streets;  in  addition,  there  are  funds  to  implement  the  Brady  bill,  to  estab- 
lish the  community  partnerships  against  crime  program  in  the  Department  of  Hous- 
ing and  Urban  Development,  and  a  major  initiative  to  tighten  border  security  and 
slow  down  illegal  immigration. 

Defense  / National  security 

The  budget  reflects  the  President's  commitment  to  permit  no  further  reductions 
in  defense  spending  beyond  those  proposed  last  year.  This  will  ensure  that  our 
armed  forces  remain  the  world's  best  equipped,  best  trained,  and  best  prepared 
fighting  force. 

THE  PRESIDENT'S  PLAN  IS  WORKING 

The  President's  plan  for  reducing  deficits  and  increasing  investment  is  working. 
The  President's  commitment  to  reduce  deficits  helped  to  bring  down  long-term  inter- 
est rates  last  year  by  over  a  full  point.  Those  low  rates  are  the  primary  engine  driv- 
ing the  strong  and  stable  economic  recovery. 

In  the  first  year  of  the  Clinton  presidency,  nearly  2  million  jobs  were  created. 
Some  1.7  million  were  in  the  private  sector,  70  percent  more  than  in  the  years  1989 
to  1992.  The  rate  of  unemployment  fell  from  7.3  percent  at  the  end  of  1992  to  6.4 
percent  at  the  end  of  1993. 

The  economy  grew  at  a  rate  of  2.9  percent  during  1993.  During  1989-1992,  it  grew 
at  a  rate  of  1.4  percent.  And  we  believe  that  the  conditions  are  in  place  for  an  ex- 
tended period  of  sustained  economic  growth — 3  percent  in  real  terms  during  1994, 
gradually  leveling  off  to  2.5  percent  in  1999. 

The  housing  market  is  experiencing  a  strong  recovery,  millions  of  families  have 
effectively  added  hundreds  of  dollars  to  their  pocketbooks  each  month  by  refinancing 
their  mortgages,  and  business  fixed  investment  in  equipment — a  key  measure  of  fu- 
ture growth — grew  eight  times  faster  during  1993  than  from  1989  to  1992. 

Finally,  continuing  low  inflation — the  CPI  increased  during  1993  at  the  lowest 
rate  since  1986,  and  the  GDP  deflator  at  the  lowest  rate  since  1964 — means  that 
we  have  laid  the  groundwork  for  a  strong,  steady  recovery. 
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To  quote  Federal  Reserve  Chairman  Alan  Greenspan,  "The  actions  taken  last  year 
to  reduce  the  federal  budget  deficit  have  been  instrumental  in  creating  the  basis  for 
declining  inflation  expectations  and  easing  pressures  on  long-term  interest  rates.  Al- 
though we  may  not  all  agree  on  the  specifics  of  the  deficit  reduction  measures,  the 
financial  markets  are  apparently  inferring  that,  on  balance,  the  federal  government 
will  be  competing  less  vigorously  for  private  saving  in  the  years  ahead. 

Chairman  Greenspan  continued,  "Partly  because  of  these  structural  adjustments, 
the  foundations  of  the  economic  expansion  are  looking  increasingly  well-en- 
trenched." 

THE  FUTURE 

With  regard  to  the  future,  the  President's  health  care  plan  would  bring  the  deficit 
as  a  percentage  of  GDP  down  to  2.1  percent  by  1999.  However,  we  don't  have  a 
chance  to  bring  the  deficit/GDP  ratio  down  further  without  the  President's  health 
care  plan.  Health  care  is  easily  the  most  significant  source  of  increased  Federal 
spending  in  the  future.  Indeed,  this  is  the  only  major  area  of  spending  that  is  grow- 
ing faster  than  the  economy.  Health  care  reform  is  needed  not  only  to  provide 
health  security  to  every  American  but  to  control  costs  for  families,  for  businesses, 
for  government. 

The  Federal  elements  of  the  health  care  plan  are  fully  described  in  the  budget 
documents,  and  the  numbers  in  the  document  fully  reflect  the  impact  of  the  plan 
on  the  budget. 

There  are  other  mandatory  issues  that  we  will  address  this  year. 

The  first  is  welfare  reform,  a  top  priority  for  the  President,  on  which  the  Adminis- 
tration has  spent  considerable  time  and  effort.  We  hope  to  present  a  legislative  pro- 
posal that  will  encourage  responsibility  and  work.  That  plan  will  be  fully  paid  for. 

Likewise,  the  legislation  to  implement  the  GATT  trade  treaty  will  be  sent  to  the 
Congress,  with  the  revenue  losses  fully  offset.  We  plan  to  work  with  the  Congress 
on  a  bipartisan  basis  on  the  elements  of  that  legislation,  as  we  did  prior  to  the  adop- 
tion of  the  NAFTA  legislation,  to  ensure  that  the  legislation  is  adopted  in  the  fast- 
track  framework 

Finally,  with  regard  to  the  future,  we  know  that  entitlement  programs  need  to 
be  examined  further  to  see  if  there  are  additional  savings  that  can  be  accomplished. 
The  President's  Bipartisan  Commission  on  Entitlement  Reforms,  to  be  headed  by 
Senators  Kerrey  and  Danforth,  will  give  us  an  opportunity  to  study  these  issues 
more  carefully  and  consider  possible  reforms. 

CONCLUSION 

Mr.  Chairman,  we  have  spent  a  lot  of  time  over  the  past  several  years  working 
to  reduce  deficits,  to  slow  the  growth  of  spending,  and  to  restore  the  future  of  our 
children  and  grandchildren.  The  plan  the  Congress  and  the  President  adopted  last 
year  is  finally  doing  that:  We  need  to  stay  on  course  with  that  plan,  and  we  need 
to  enact  health  care  reform.  I  look  forward  to  working  with  you  as  you  work  on  your 
budget  resolution  and  as  we  confront  the  challenges  facing  us  in  the  year  ahead. 

Again,  thank  you  for  having  me  here.  I  will  be  happy  to  respond  to  your  ques- 
tions. 
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Chairman  Sabo.  Thank  you,  Mr.  Panetta,  for  your  outstanding 
testimony.  First,  just  simply  a  very  tactical  question.  As  a  part  of 
the  budget  bill  last  year,  Mr.  Stenholm  and  under  his  leadership 
we  had  a  provision  which  changed  House  rules,  and  through  a 
President's  executive  order,  which  provided  for  an  automatic  review 
of  entitlement  spending  if  they  were  exceeding  the  estimates  that 
were  being  used  at  that  time,  and  am  I  accurate  that  those  current 
estimates  are  below  those  estimates  of  a  year  ago? 

Mr.  Panetta.  That  is  correct.  And  that  is  reflected  in  the  budget. 
We  have  a  section  of  the  budget  that — my  index  here 

Chairman  Sabo.  I  am  not  worried. 

Mr.  Panetta.  My  index  says  it  gives  page  number  as  to  where 
that  is.  I  think  it  is  in  the  appendix. 

Chairman  Sabo.  Did  I  also  understand  CBO's  estimate  of  future 
deficits  which  they  presented  to  us  some  time  ago  as  indicating 
that  the  actual  deficit  reduction  of  1994  through  1998  was  approxi- 
mately $178  billion,  what  we  had  projected  last  August? 

Mr.  Panetta.  That  is  correct. 

Chairman  Sabo.  So  in  fact,  the  budget  we  passed  has  resulted 
actually  in  significantly  lower  deficit  projection  than  what  we  were 
telling  the  American  people  of  August  of  1993? 

Mr.  Panetta.  That  is  right.  Just  to  give  you  a  break  down  of  the 
$126  billion  cut  in  the  1995  deficit,  about  $83  billion  of  that  is  di- 
rectly due  to  the  economic  plan.  About  half  of  that  comes  from  rev- 
enues, about  half  of  that  from  spending  cuts.  About  $22  billion  is 
due  largely  to  interest  savings  because  of  lowered  rates,  either  by 
reduced  costs  on  the  debt  in  terms  of  interest  or  savings  in  other 
areas  of  the  Federal  Government,  particularly  deposit  insurance. 
And  about  $21  billion  of  that  is  due  to  re-estimates  particularly  in 
areas  like  Medicaid  and  some  of  the  health  care  areas  where  we 
saw  some  ratcheting  down  on  costs.  So  that  really  makes  up  the 
$126  billion  that  we  are  seeing  for  1995. 

Chairman  Sabo.  Let  me  commend  you  and  the  administration  for 
your  leadership  on  health  care.  Clearly,  that  is  an  issue  we  have 
to  deal  with.  We  have  to  sort  out  the  funding.  Clearly,  it  is  the  re- 
sponsibility we  have  in  Congress,  but  as  I  read  the  CBO  report  yes- 
terday, I  found  some  numbers  to  be  rather  important.  It  clearly  in- 
dicates that  by  the  year  2004,  total  health  care  spending  in  this 
country  would  be  reduced  by  $150  billion.  By  the  year  2000,  total 
spending  would  be  down  by  $30  million. 

Clearly,  we  have  had  years  of  neglect  by  the  Federal  Government 
as  health  care  costs  escalated  very  rapidly.  As  more  and  more 
Americans  lost  health  insurance  coverage,  many  more  lived  with  a 
very  uncertain  system  not  knowing  whether  they  could  or  couldn't 
have  courage. 

I  noticed  in  your  conclusions,  one  of  the  CBO's  statements  was, 
and  let  me  read  two  sentences,  describes  the  proposal  in  this  way: 
"The  proposal's  scope  is  broad  and  its  attention  to  detail  is  extraor- 
dinary. It  provides  a  blueprint  for  restructuring  the  entire  health 
care  system  complete  in  almost  every  particular  of  the  design.  In 
this  respect  it  is  unique." 

I  expect  we  have  lots  of  other  alternatives  around  the  Congress, 
none  of  them  designed  in  detail  or  really  painting  the  picture  of 
how  we  get  to  where  we  want  to  go.  I  think  all  of  us  in  Congress 
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who  are  interested  in  this  issue,  both  because  we  know  its  impact 
on  the  budget  for  the  future,  but  also  because  we  know  of  its  im- 
pact on  people,  on  millions  of  Americans  who  wonder  where  their 
health  care  is  going  to  come  from,  for  the  efficiency  of  the  system, 
are  anxious  to  work  with  you  so  that  we  continue  that  impressive 
work  that  this  administration  has  done  in  putting  a  comprehensive 
proposal  before  us  to  make  sure  that  its  financing  is  in  good  shape. 
And  clearly  we  have  to  make  certain  that  that  funding  is  in  shape 
as  we  move  forward. 

I  know  that  is  your  commitment.  I  know  it  is  the  President's 
commitment,  so  we  look  forward  to  working  with  you  as  we  develop 
that.  But  the  leadership  the  administration  has  provided  on  health 
care,  I  think,  is  unique  in  terms  of  leadership  that  any  administra- 
tion has  ever  provided  this  Congress  and  this  country. 

If  we  can  succeed,  it  would  probably  be  the  most  comprehensive 
and  most  important  legislation  that  the  Congress  has  ever  passed 
in  its  history. 

Mr.  Panetta.  Mr.  Chairman,  just  very  quickly,  this  is — I  really 
think  everybody  understands  that  we  are  dealing  with  a  crisis, 
both  a  human  crisis  as  well  as  a  fiscal  crisis  with  regard  to  health 
care.  We  have  got  to  confront  it.  This  isn't  easy  to  do.  This  is  a 
unique  effort  we  are  embarked  upon.  Congressman  McMillan 
knows  it  perhaps  as  well  as  anybody  because  he  has  been  working 
on  this  issue  for  a  long  time. 

We  have  got  to  confront  a  lot  of  issues  here.  We  spent  6  months 
developing  the  health  care  bill.  A  large  part  of  that  6  months  was 
trying  to  develop  the  models  with  regard  to  cost  estimates.  We  are 
embarked  in  an  area  where  we  did  not  have  the  kind  of  cost  esti- 
mates we  have  in  the  rest  of  the  budget.  I  mean,  we  spend  money 
on  a  job  training  program  and  we  spend  money  on  education  or  we 
spend  money  on  even  Medicaid  or  Medicare.  We  have  a  pretty  good 
estimate  as  to  what  the  costs  are  going  to  be. 

When  you  bring  40  million  Americans  on  to  the  health  care  sys- 
tem, the  implications  of  that  in  terms  of  its  impact  on  the  system, 
its  impact  on  utilization,  its  impact  with  regard  to  businesses  and 
to  employees  and  employers,  all  of  that  needs  to  be  estimated.  And, 
frankly,  there  were  few  models  for  that  area  when  we  began.  There 
were  a  few  out  there.  We  had  to  basically  construct  the  models  that 
we  have. 

We  think  we  have  pretty  accurate  models  on  that.  I  have  always 
indicated  from  the  very  beginning  that  this  is  an  area  in  which  we 
are  going  to  continue  to  have  to  scrub  the  estimates  we  make  with 
regard  to  costs  because  we  are  dealing  with  a  very  large,  com- 
prehensive system  and  so  while,  obviously,  there  are  some  dif- 
ferences that  CBO  provided  yesterday,  the  fact  is,  as  Bob 
Reischauer  himself  pointed  out,  that  in  the  scheme  of  things,  these 
are  small  issues  that  we  have  to  deal  with  with  regard  to  some  of 
these  short-term  costs  and  we  will. 

But  no  one,  no  one  ought  to  be  diverted  from  the  principal  goal 
of  this  Congress,  which  is  to  enact  health  care  reform.  For  those 
who  want  to  undercut  health  care  reform,  it  is  easy  to  do,  but  for 
those  who  want  to  enact  health  care  reform  we  are  going  to  have 
to  work  together  to  meet  those  concerns. 

Chairman  Sabo.  Mr.  Kasich. 
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Mr.  Kasich.  First  of  all,  I  want  to  tell  you,  Mr.  Panetta,  that  in 
1989  when  I  drafted  my  budget  and  took  it  to  the  Floor  with  your 
help,  I  got  39  votes.  Mike  Oxley  said  we  could  put  all  the  people 
who  voted  on  the  Kasich  budget  in  a  telephone  booth. 

In  1989,  I  had  a  provision  that  went  with  my  budget  that  said 
it  was  imperative  that  we  had  health  care  reform  because  I  recog- 
nized what  was  going  on  with  the  numbers  and  the  problems  with 
the  system  and  people  worried  about  everything.  And  in  1990  I  put 
it  in  again  and  put  a  statement  in  there  that  said  we  needed  health 
care  reform.  In  fact,  I  think  we  were  successful  in  even  amending 
your  budget  in  1990  to  do  something  on  health  care  reform. 

I  wrote  letters  to  the  Republican  leaders.  I  wrote  letters  to  the 
Speaker  of  the  House  about  the  need  for  a  bipartisan  operation  to 
try  to  fix  health  care  reform  and  guess  what?  Return  to  sender  is 
what  I  got. 

I  agree  with  you  that  we  need  health  care  reform.  I  have  been 
saying  it  since  1989.  But  the  question  is  what  kind  of  health  care 
reform.  I  want  to  talk  about  paygo  for  a  second  because  you  make 
a  good  point. 

Under  paygo  they  take  a  snapshot,  they  take  a  snapshot  and 
they  do  an  estimate.  If,  in  fact,  they  had  taken  a  snapshot  of  what 
we  did  here 

Mr.  Panetta.  You  guys  have  become  a  lot  more  sophisticated 
with  charts,  too.  We  never  used  to  use  charts.  I  never  used  charts 
and  now  you  are  using  charts. 

Mr.  Kasich.  I  learned  it  from  Perot. 

They  take  a  snapshot,  Mr.  Panetta,  and  they — this  is  going  to 
cost  the  black  line.  They  took  a  picture  and  said  the  revenues  met 
the  outlay.  Then  you  know  what?  Paygo  doesn't  kick  in.  All  of  this 
wedge  here,  this  big  unfunded  liability  that  you  said,  and  I  com- 
pliment you  on  your  statement  about  passing  debt  on  to  future  gen- 
erations, this  is  included  in  paygo. 

If  government  estimates  are  wrong,  paygo  doesn't  work.  What  we 
do  is  we  go,  oh,  I  am  sorry  we  were  wrong  and  let's  just  heap  it 
on  the  backs  of  future  generations.  Now,  in  your  health  care  plan, 
you  increase  spending  because  of  the  new  entitlement  programs 
that  you  create  by  $108  billion. 

CBO  was  off  in  1992  on  the  revenue  projections  by  $80  billion. 
They  were  off  in  1993  by  $98  billion.  CBO  is  the  best,  programs 
the  best  of  the  predictors  using  the  standard  model,  but  they  are 
so  far  off  that  anybody  that  relies  on  them  is  wrong. 

Mrs.  Vetter  was  up  here  talking  about  your  estimates  on  health 
care.  She  completely  contradicted  what  you  had.  She  said  we  have 
got  the  model.  We  understand  how  to  do  the  estimates.  I  think  you 
are  right.  You  want  to  increase  health  care  costs  by  $108  billion. 
CBO  says  you  actually  increase  them  by  $155  billion. 

Now,  if  you  are  $90  billion  off  in  your  deficit  projections,  which 
to  me  means  $132  billion  over  6  years,  who  knows  where  we  are 
going  to  be  if  we  actually  enacted  this  program. 

Mr.  Panetta.  You  are  not  suggesting  that  we  ought  not  to  try 
to  deal  with  this. 

Mr.  Kasich.  No,  no,  no,  your  program  turns  the  health  care  sys- 
tem over  to  the  Federal  Government.  That  is  why  Reischauer  said 
you  should  be  on  budget.  You  also  load  it  up  with  new  entitlement 
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programs  that  are  not  paid  for  so  how  is  it  that  you  say  that  you 
want  to  control  the  growth  in  mandatory  spending?  How  is  it  that 
you  want  to  control  what  you  label  as  a  serious  problem  of  the 
growth  of  the  mandatory  spending  and  you  want  to  prime  the 
pump  by  another  $155  billion.  How  is  that  going  to  control  the 
growth  of  the  mandatory  spending? 

Mr.  Panetta.  I  guess  the  fundamental  question  I  have  got  to  ask 
you  is  whether  you  are  for  or  against  universal  coverage. 

Mr.  Kasich.  Leon,  I  think  it  ought  to  be  a  goal,  but  we  have  got 
to  figure  out  how  to  pay  for  it.  This  is  the  problem  with  govern- 
ment. It  just  tries  to  use  government  to  solve  problems  that  may 
not  be  solvable  right  away  and  that  is  where  we  are  passing  all 
this  debt  on  to  future  generations.  It  should  be  a  goal.  I  think  it 
should  be  a  goal. 

Mr.  Panetta.  Well 

Mr.  Kasich.  Wait  a  minute.  You  have  got  new  entitlement  pro- 
grams. 

Mr.  Panetta.  If  you  agree  with  that  and  I  think  you  almost  have 
to,  if  you  want  to  control  health  care  costs  and  I  think  that  is 
where  Rob  Reischauer  is  right  on  point  in  confirming  the  basic  ap- 
proach here — if  you  want  to  control  health  care  costs,  you  can't  do 
it  the  way  we  did  it  these  last  few  years,  and  the  fact  is  you  know 
every  time  we  cut  Medicaid  or  every  time  we  cut  Medicare  what 
happened  is  you  had  a  huge  transfer  in  costs  and  health  care  costs 
continue  to  escalate. 

Premiums  continue  to  escalate.  And  the  system,  you  know,  was 
just  not  working.  What  Reischauer  has  said  and  what  we  agree 
with  is  the  fact  that  in  order  to  begin  to  control  those  costs,  we 
have  to  have  a  comprehensive  system  in  the  country. 

We  believe  you  have  got  to  provide  choice.  You  have  got  to  allow 
people  to  decide  what  kind  of  plans  they  want  to  pick.  You  have 
got  to  allow  people  to  select.  You  have  to  provide  coverage  for  every 
American.  If  you  do  that  you  have  a  better  shot  of  trying  to  control 
these  huge  outyear  costs. 

The  problem  I  have,  frankly,  with  some  other  proposals  out  there 
is  that  I  think  they  don't  do  that.  I  think  CBO  will  say  that.  Now, 
both  of  us,  if  we  agree  that  our  first  goal,  number  one,  is  to  say 
we  have  got  to  control  these  outyear  costs;  secondly,  we  want  to 
provide  coverage  to  all  people.  I  think  we  have  got  to  work  very 
closely  to  get  that  done  because  you  can't  reach  these  goals  without 
having  a  comprehensive  plan  in  place. 

Mr.  Kasich.  I  have  limited  time.  In  deference  to  the  other  Mem- 
bers, let  me  say  to  you,  Mr.  Director,  obviously,  that  is  true,  but 
it  would  be  helpful  if  every  time  we,  on  a  bipartisan  basis,  proposed 
a  program  to  improve  the  operation  of  Federal  Government,  you 
folks  wouldn't  come  up  here  and  beat  the  living  daylights  out  of  us, 
lobby  against  it  and  try  to  defeat  every  constructive  proposal  we 
have. 

As  recent  as  last  week,  you  were  up  here  lobbying  against  the 
offset  in  the  earthquake  and  what  you  did  on  Penny-Kasich.  It 
would  be  helpful  if  we  got  some  cooperation  out  of  you.  Yesterday, 
the  President  said  the  CBO  were  a  bunch  of  policy  wonks.  They 
had  better  read  that  speech 
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Mr.  Panetta.  Come  on.  We  are  all  big  boys  here.  You  haven't  ex- 
actly been  an  angel  with  regard  to  our  proposals. 

Mr.  Kasich.  In  the  last  session  of  this  Budget  Committee,  we 
spent  about  10  hours  here  offering  30  amendments,  each  one  of 
which  was  rejected  on  a  party  line  vote.  We  are  willing  to  work 
with  you,  especially  on  health  care.  I  want  to  fix  health  care,  but 
we  can't  turn  it  over  to  the  government. 

Let  me  just  stop  there.  There  is  a  lot  of  other  people  that  have 
questions.  I  maintain  you  cannot  reduce  deficits  by  increasing 
spending,  increasing  taxes  and  turning  more  things  over  to  the 
Federal  Government. 

Chairman  Sabo.  Before  I  call  on  other  folks,  what  is  your  time 
frame,  Leon? 

Mr.  Panetta.  I  am  available  here  until  about  1  this  afternoon. 

Mr.  Frank.  The  questions  will  expand  to  fill  the  time  allotted. 

Chairman  Sabo.  Thank  you,  Mr.  Chairman. 

Mr.  Berman.  Thank  you,  Mr.  Chairman. 

Director  Panetta,  I  want  to  compliment  you  on  a  tremendous 
presentation.  Also,  I  don't  want  you  to  feel  depressed  at  all  by  Mr. 
Kasich's  opening  comments,  made  before  you  have  had  a  chance  to 
make  your  testimony.  You  know  the  Democrats  in  the  mid-1980's, 
the  Republicans  and  a  lot  of  objective  commentators  used  to  talk 
about  how  the  sky  was  falling  in.  By  and  large  they  developed  an 
image  of  gloom  and  doom  that  did  not  do  well  come  election  time. 

I  listened  to  Mr.  Kasich's  initial  presentation  with  all  of  his 
charts  and  his  response  to  the  fact  that  a  package  that  you  de- 
signed, and  that  the  Congress  passed,  has  taken  the  deficit  from 
a  projected  $300  or  $300-plus  billion  at  the  end  of  fiscal  year  1995 
and  turned  it  into  a  deficit  of  $176  billion  at  the  end  of  fiscal  year 
1995. 

His  reaction  to  that  piece  of  astoundingly  good  news  is  to  say,  oh, 
but  the  national  debt  continues  to  rise.  Things  are  still  terrible.  Ev- 
erything is  bad.  Here  are  all  the  charts  that  prove  it.  Here  are  all 
the  costs  that  are  increasing. 

They  are  becoming  the  gloom  and  doom  party  that  we  were  ac- 
cused of  being  some  years  ago,  the  woe  is  me  party.  They  have  to 
do  this  because  so  many  of  their  basic  assumptions  about  politics 
are  being  challenged  by  these  new  figures.  The  fact  is  that  the  fis- 
cal year  1995  deficit  shows,  when  you  take  away  the  costs  of  inter- 
est payments,  a  significant  surplus  of  approximately  $50  billion 
more  in  receipts  than  in  expenditures.  It  is  only  the  addition  of  the 
interest  payments  on  the  national  debt,  the  vast,  vast  majority  of 
which  was  accumulated  in  the  last  12  years  which  result  in  a  ris- 
ing total  debt. 

Again,  it  is  only  those  interest  payments  that  leave  us  with  a 
$176  billion  deficit  and  a  rising  national  debt.  This  debt  will  con- 
tinue to  rise  unless  we  adopt  a  balanced  budget.  No  one  in  this 
committee,  no  one  in  this  Congress,  neither  Mr.  Kasich  nor  anyone 
else  proposed  a  budget  which  would  have  been  balanced  in  fiscal 
year  1995.  Every  budget  on  the  table  increased  the  national  debt 
in  that  particular  fiscal  year. 

The  fact  is  what  you  have  done  and  what  the  Congress  has 
done — a  program  of  serious  spending  cuts  and  tax  increases,  almost 
all  of  which  were  on  the  highest  1  or  1.5  percent  of  the  American 
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people — looks  like  it  has  turned  those  figures  around.  This  was  ac- 
complished in  contrast  to  the  kind  of  program  that  was  adopted  in 
1990  and  in  contrast  to  all  the  assumptions  of  the  supply-siders 
who  assumed  that  anything  like  that  would  have  to  spin  the  econ- 
omy into  a  terrible  recession. 

It  is  tough  to  accept  these  facts  based  on  long  held  ideological 
views,  and  I  think  that  accounts  for  some  of  the  grumbling  you 
have  heard  and  are  going  to  hear  throughout  this  particular  hear- 
ing. 

Turning  from  that  to  one  specific  comment  and  then  a  question, 
the  comment  is  to  tell  you  how  much  those  of  us  who  are  from  Los 
Angeles  appreciate  what  this  administration,  generally,  and  you 
specifically,  have  done  at  a  time  of  very  serious  need  for  us.  You 
personally  were  out  there  soon  after  the  earthquake. 

You  have  insisted  that  the  local  and  State  officials  document  the 
cost  of  that  terrible  tragedy,  but  once  documented  you  have  been 
providing  us  with  the  resources  we  need  to  rebuild  to  help  literally 
hundreds  of  thousands  of  people  whose  lives  were  in  some  cases  se- 
riously affected  and  in  some  cases  tragically  affected  by  virtue  of 
that  earthquake.  And  I  think  on  a  bipartisan  basis  here,  I  know 
I  can  speak  to  say  that  the  response  of  the  administration,  the  re- 
sponse of  you,  the  response  of  FEMA  and  the  other  Federal  agen- 
cies have  been  just  tremendous.  We  are  deeply  grateful  for  what 
you  are  doing. 

Finally,  I  can't  end  without  asking  a  question  about  the  State 
Department  foreign  affairs  150  account.  The  President's  budget 
proposed  two  supplemental  for  fiscal  year  1994.  One  for  peace- 
keeping, for  $1.2  billion  in  defense  which  I  am  sure  Barney  Frank 
will  comment  on  later,  and  an  additional  $670  million  for  the  State 
Department  to  make  up  for  peacekeeping  contributions  to  inter- 
national organizations. 

The  defense  money  was  requested  under  an  emergency  designa- 
tion and  it  is  on  its  way  to  enactment.  No  surprise  there.  But  why 
couldn't  we  have  dealt  with  our  peacekeeping  obligations  to  inter- 
national organizations  in  the  150  account  as  an  emergency?  And 
what  will  we  do  if  this  150  supplemental  isn't  enacted? 

Mr.  Panetta.  Congressman  Berman,  I  know  your  concerns  about 
this  area.  Let  me  try  to  explain  what  the  rationale  was  here  on  the 
$1.2  billion.  That  was  with  regard  to  DOD,  that  came  directly— 
that  was  borrowed  directly  out  of  maintenance  and  the  concern  is 
that  unless  we  replace  that  money  for  maintenance,  in  fact,  it 
would  create  an  emergency  with  regard  to  the  DOD  budget.  That 
is  why  that  was  labeled  an  emergency.  Not  only  for  the — for  what 
the  usage  was  at  the  time,  but  the  fact  that  it  related  directly  to 
the  maintenance  fund  over  at  DOD. 

On  the  peacekeeping,  obviously  it  is  difficult  to  tie  an  emergency 
label  to  that  since  that  involves  our  payment  of  arrearages  to  the 
U.N.  and  so  we  were  concerned  that  that  peacekeeping  area  and 
our  obligation  there  is  one  that  we  ought  to  try  to  offset  in  the 
budget.  That  was  done  last  year  when  we  requested  additional 
funds  for  peacekeeping  and  that  pretty  much  is  the  approach  we 
have  taken  is  that  with  regard  to  peacekeeping  we  have  an  obliga- 
tion here. 
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We  have  got  to  pay  the  U.N.  for  the  costs  on  these  peacekeeping 
forces.  It  is  an  obHgation  we  have.  We  ought  to  be  willing  to  pay 
for  it.  My  hope  on  the  $670  million  is  that  while  the  Senate  may 
not  deal  with  it  directly  on  the  Floor,  it  is  my  understanding  that 
they  will  take  this  issue  up  in  conference  and  try  to  find  offsets  for 
it. 

Mr.  Berman  [presiding].  In  the  conference  on  this  subject  mat- 
ter? 

Mr.  Panetta.  That  is  correct. 

Mr.  Berman.  Mr.  Kolbe. 

Mr.  Kolbe.  Thank  you,  Mr.  Chairman. 

Mr.  Panetta,  Mr.  Director,  welcome  and  I  appreciated  your  com- 
ments about  the  importance  of  working  on  a  bipartisan  basis  on 
NAFTA,  you  and  I  and  your  staff  about  particularly  in  the  areas 
of  how  that  was  going  to  be  paid  for,  and  I  think  that  is  an  exam- 
ple of  where  we  can  work  together  on  a  bipartisan  basis. 

I  am  certainly  committed  to  that.  I  think  most  of  my  colleagues 
on  this  side  are  committed  to  trying  to  do  that  on  the  budget.  I 
think  it  is  going  to  be  a  lot  more  difficult.  I  must  say  when  I  hear 
statements  that  you  just  made  about  the  last  12  years  of  deficits, 
as  though  there  were  no  deficits  or  rising  deficits,  let's  say,  from 
the  great  society  until  1980,  that  is  not  exactly  a  nonblaming  state- 
ment. It  is  not  exactly  a  statement  designed  to  encourage  biparti- 
san support  here. 

I  want  to  congratulate  you  on  the  issue  of  housing.  I  can't  tell 
you  how  many  times  some  of  us  have  argued  in  the  Appropriations 
Committee  and  on  the  Floor  on  amendments  on  authorizations  of 
exactly  that  point,  about  the  money  that  was  in  the  pipeline.  I  am 
going  to  be  very  interested  to  see  some  of  the  votes  of  former  Mem- 
bers of  this  body  as  well  as  Members  today  on  that  issue,  but  I  cer- 
tainly hope  you  are  successful  in  convincing  your  colleagues  over 
there,  because  some  of  us  have  been  arguing  this  point  for  years 
that  we  have  this  money  on  the  pipeline.  Let's  spend  it.  Let's  use 
it.  Let's  get  these  programs  that  we  have  the  money  for  built.  So, 
congratulations,  I  really  am  delighted  to  see  that  you  have  recog- 
nized this  and  come  to  that  point. 

I  want  to  turn  to  the  issue  of  health  care  for  a  moment.  And, 
again,  I  am  really  finding  this  very  puzzling  when  I  look  at  some 
of  your  charts  there  when  you  talk  about  health  care,  as  a  compo- 
nent of  the  deficit  and,  how  we  have  got  to  get  that  under  control. 
And  I  would  point  out  so  we  have  it  all  very  clear  that  we  are  using 
CBO  numbers  here. 

The  President,  last  year  said,  on  February  17  to  the  joint  session, 
"I  will  point  out  that  the  Congressional  Budget  Committee  was 
normally  closer  to  right  than  the  previous  Presidents  have  been." 
I  did  this  so  that  we  could  argue  about  priorities  using  the  same 
set  of  numbers.  Let's  at  least  argue  about  the  same  set  of  numbers 
so  the  American  people  will  think  we  are  being  straight  with  them. 
And  that  is  President  Clinton  last  year. 

Yesterday,  in  Mr.  Reischauer's  report  on  his  decision  about  the 
analysis  of  the  health  proposal,  he  said  this  on  page  47:  "On  bal- 
ance the  new  program  seems  to  represent  an  activity  of  the  Federal 
Government  that  relies  on  the  exercise  of  sovereign  power.  The 
universality  of  the  entitlement  of  the  mandatory  nature  of  the  pre- 
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miums  and  the  major  financial  participation  of  the  U.S.  Treasury 
outweigh  other  considerations.  Although  the  States  and  the  alli- 
ances would  have  important  roles  and  responsibilities,  they  would 
be  acting  largely  as  agents  of  the  Federal  Government." 

You  made  the  statement  that  the  Federal  Government  ought  not 
to  be  taking  a  larger  percent  of  the  GDP;  is  that  consistent? 

Mr.  Panetta.  It  is  consistent  with  the  proposal  that  we  have 
sent  up.  Let  me  just  state  what  we  did  with  regard  to  the  budget 
and  health  care  reform.  The  elements  of  health  care  reform  that  we 
believe  were  tied  directly  to  the  Federal  Treasury  are  reflected  in 
the  budget  and  every  one  of  the  tabs  in  these  documents  reflects 
the  place  where  health  care  reform  is  reflected  in  the  budget  be- 
cause it  ties  to  Federal  expenditures,  whether  it  is  on  Medicare  or 
Medicaid,  whether  it  is  public  health  or  whether  it  is  the  subsidies 
that  are  involved  in  the  proposal. 

The  one  area  we  did  not  include  was  the  alliances — the  pre- 
miums that  are  paid  not  to  the  Federal  Government,  but  are  paid 
ultimately  by  the  alliances  to  the  insurance  companies  that  pay  the 
providers.  Our  feeling  was  that  you  are  wandering  into  very  dan- 
gerous territory  when  you  start  to  say  that  a  premium  that  is  paid 
on  an  insurance  .policy  is  somehow  a  Federal  receipt,  because  then 
what  you  are  basically  doing  is  you  are  saying  that  of  almost  any 
mandate  at  the  Federal  level. 

For  example,  we  have  a  mandate  on  minimum  wage.  If  employ- 
ers respond  to  that  mandate,  is  that  a  Federal  receipt?  When  auto- 
mobile insurance  is  required  by  States,  is  the  payment  of  somebody 
to  an  insurance  company  considered  a  receipt  at  the  State  level? 
I  think  there  are  obviously  some  questions  that  need  to  be  resolved 
here  that  can  create  some  terrible  precedents.  So  the  premium  part 
of  it  was  not  reflected  on  budget  and  what  we  were  going  to  do  es- 
sentially is  display  all  of  the  health  care  activities  in  future  budg- 
ets so  could  you  see  the  entire  presentation  but  the  alliance  activi- 
ties which  are  the  premiums  paid  and  the  alliance  outlays  were  not 
going  to  be  reflected  on  budget  because  they  don't  tie  to  the  Federal 
Treasury. 

Mr.  KOLBE.  Mr.  Chairman,  I  appreciate  that  comment.  I  think 
that  the  folk  wisdom  of  the  American  people  is  probably  right  in 
this  area.  When  asked  about  it  at  every  town  hall  and  they  say 
CBO  may  rule  that  it  is  no  cost.  I  mean  there  is  a  spontaneous 
laughter  at  the  idea  that  how  this  is  not  a  cost  to  the  Federal  Gov- 
ernment, not  a  cost  to  anybody  because  they  believe  that  it  is.  But 
I  guess — I  think  the  Majority  Leader  yesterday  or  this  morning, 
and  I  may  be  paraphrasing  here,  but  I  think  he  said  the  CBO  deci- 
sion is  an  advisory  decision.  That  is  that  reflects  opinion  of  the  ad- 
ministration, that  it  is  advisory  and  still  negotiable? 

Mr.  Panetta.  I  guess  it  certainly  is  their  position  with  regard  to 
scoring  our  bill,  but  I  think  you  have  a  reality  here  and  the  reality 
is  that  they  are  the  congressional  scorekeepers  with  regard  to 
paygo,  and  that  ultimately  they  have  to  say  that  the  bill  is  paid 
for  and  so  therefore  we  have  to  work  with  CBO  and  their  position. 

I  think  it  is  advisory  to  the  extent  that,  as  I  said,  these  are  huge 
issues  that  have  to  be  talked  through.  We  are  dealing  with  areas 
that  have  not  been  estimated  in  the  past.  Reischauer  admitted  that 
in  his  own  testimony,  so  we  basically  have  got  to  sit  down  and 
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work  through  this,  and  as  we  did  on  NAFTA,  we  have  got  to  get 
their  concurrence  on  the  fact  that  the  legislation  is  paid  for.  Other- 
wise the  bill  is  going  to  face  troubles  in  terms  of  points  of  order. 

Mr.  KOLBE.  There  is  so  much  here  and  I  realize  my  time  is  up. 
Just  so  I  am  clear,  the  charts  you  showed  up  as  health  care  as  a 
percent  of  spending  of  GDP  do  not  reflect  the  premiums.  They  do 
not  include  that. 

Mr.  Panetta.  That  is  correct. 

Mr.  KOLBE.  So  those  would  need  to  be  revised  in  order  to  reflect 
what  CBO's  decision  yesterday  was. 

Mr.  Panetta.  The  percent  of  Federal  spending  to  GDP. 

Mr.  Kolbe.  And  the  health  care  spending. 

Mr.  Panetta.  That  is  correct,  if  you  were  to  accept  the  CBO's 
judgment. 

Mr.  KOLBE.  I  appreciate  that. 

Mr.  Chairman,  my  time  is  expired  I  am  sure  if  we  have  time  we 
will  get  around  to  some  other  questions. 

Mr.  Herman.  Mr.  Mollohan. 

Mr.  Mollohan.  Thank  you,  Mr.  Director.  Last  year  we  spent  a 
lot  of  time  and  effort  trying  to  enact  a  stimulus  package,  a  signifi- 
cant part  of  which  was  infrastructure  investment.  As  I  looked  at 
that,  we  had  two  goals. 

First  of  all,  we  were  targeting  economically  distressed  areas  or 
stressed  areas  and  in  large  part  by  building  badly  needed  infra- 
structure. Some  areas  of  the  budget  proposal  I  see  some  proposed 
reductions  in  areas  that  would  provide  funding  in  badly — in  eco- 
nomically distressed  areas  for  infrastructure  development. 

I  would  like  to  give  you,  Mr.  Director,  an  opportunity  to  discuss 
with  us  where  this  .budget  proposal  addresses  our  infrastructure 
needs  and  particularly  in  areas  that  are  economically  distressed? 

Mr.  Panetta.  The  main  focus  on  the  infrastructure  is  to  basically 
maintain  the  funding  that  was  built  into  the  highway  formula.  The 
ISTEA  core  highway  program  was  set  as  a  certain  formula  and  we 
want  to  maintain  the  funding  for  that  formula  in  that  program. 

Secondly,  as  I  said  we  provided  a  substantial  increase  for  mass 
transit  formula  capital  grants  and  in  addition  to  that,  we  provided 
an  increase  for  the  Department  of  Agriculture's  rural  development 
initiative. 

We  also,  with  regard  to  the  housing  area,  which  was  part  of  our 
request  last  year,  we  have  requested  a  large  number  for  CDBG, 
Community  Development  Block  Grant  funding.  We  have  provided 
additional  funding  for  vouchers  because  we  think  that  vouchers 
work  better  in  terms  of  getting  communities  and  individuals  to 
work  through  the  private  sector  to  try  to  provide  housing  and  so 
there  is  an  increase  on  vouchers. 

There  is,  with  regard  to  the  rural  areas,  areas  like  the  one  you 
represent,  a  dramatic  increase  for  relocation  funding  and  training 
funding  as  well  as  job  placement  funding.  Almost  31  percent  there. 
But  with  regard  to  infrastructure,  the  main  emphasis  we  have  pro- 
vided on  infrastructure  is  the  increase  with  regard  to  the  highway 
program  and  maintaining  that  formula. 

Mr.  Mollohan.  What  about  water  and  sewer  infrastructure? 

Mr.  Panetta.  On  the  clean  water  and  sewer  area,  we  have  pro- 
vided for  about  $2.3  billion  in  the  State  revolving  funds  for  clean 
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water  and  safe  drinking  water.  That  is  also  a  significant  increase. 
We  have  included  that  in  the  environmental  investments  which 
overall  go  up  about  24  percent. 

Mr.  MOLLOHAN.  Thank  you,  Mr.  Director. 

Mr.  Berman.  Mr.  Shays. 

Mr.  Shays.  Thank  you,  Mr.  Chairman.  Mr.  Panetta,  I  get  two 
messages  basically  from  you.  One  is  we  need  to  stay  on  track  be- 
cause we  are  succeeding  and  number  two  we  need  to  work  on  a  bi- 
partisan basis  because  the  problems  are  so  serious. 

I  agree  that  we  need  to  work  on  a  bipartisan  basis,  but  I  have 
yet  to  see  an  indication  from  the  administration  that  they  want  to 
do  that.  In  terms  of  staying  on  track,  if  we  stay  on  track,  our  na- 
tional debt  will  go  up  38  percent  in  the  next  5  years.  Thirty-eight 
percent.  Now,  the  administration  says  that  is  a  smaller  percentage 
increase  than  has  happened  in  the  past.  It  is  still  $1.6  trillion. 

We  are  working  on  a  higher  base  and  that  $1.6  trillion  is  going 
to  be  one  of  the  largest  increases  in  the  national  debt  in  any  5-year 
period.  So  the  debt  is  going  to  increase  by  a  greater  amount.  I 
think  the  budget  process  has  gotten  so  corrupt  and  so  outrageous 
we  have  this  terribly  obscene,  outrageous  deficit. 

The  message  from  the  administration  is  it  is  terrible  and  ob- 
scene, but  maybe  not  so  outrageous  anymore,  so  therefore  let's  stay 
on  track.  What  I  can't  understand  is  why  the  administration  would 
have  opposed  the  Penny-Kasich  proposal  to  cut  deficits  $90  billion 
more.  It  was  bipartisan,  it  was  an  effort  on  the  part  of  Republicans 
to  work  with  Democrats.  I  and  others  went  to  you  to  ask  you  to 
support  it  and  said  if  you  can't  support  it,  at  least  be  neutral. 

Instead  you  actively  worked  against  it.  So  how  can  you  say  you 
want  to  work  on  a  bipartisan  basis?  How  can  you  say  you  want  to 
cut  the  deficits  more  when  you  opposed  Penny-Kasich? 

Mr.  Panetta.  Chris,  the  reality  is,  number  one,  that  we  have  ba- 
sically reduced  that  increase  in  the  debt  by  $650  billion.  The  Ka- 
sich  proposal,  which  I  assume  you  voted  for,  I  don't  know. 

Mr.  Shays.  Correct. 

Mr.  Panetta.  Was  only  about  $400  billion  scored  by  CBO,  so  it 
would  have  added  even  more  to  the  debt. 

Mr.  Shays.  Hold  it  a  second. 

Mr.  Panetta.  Follow  my  thinking. 

Mr.  Shays.  I  can't  follow  your  thinking  if  first  I  don't  agree  with 
the  premise. 

Mr.  Panetta.  Instead  of  $500  billion  it  was  $400  billion.  That  is 
a  reality. 

Mr.  Shays.  We  are  talking  about  Penny-Kasich  in  the  fall. 
Penny-Kasich  was  a  $90  billion  reduction  in  the  deficit  above  and 
beyond  what  the  President  had  proposed. 

Mr.  Panetta.  Okay.  But  let's  understand  your  premise.  First  of 
all,  you  are  saying  what  you  supported  was  less  than  $500  billion, 
this  deficit  reduction.  You  are  giving  me  a  holier-than-thou  argu- 
ment that  what  you  supported  was  $100  billion  less  than  what  we 
proposed  in  deficit  reduction. 

Mr.  Shays.  No.  No. 

Mr.  Panetta.  Yes. 

Mr.  Shays.  Wrong.  Wrong.  Time  out.  Time  out.  I  am  talking 
about  in  the  fall.  Republicans  came  in  with  a  proposal  earlier.  I  am 
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not  talking  about  that.  I  asked  you  a  question  why  did  you  oppose 
Penny-Kasich. 

Mr.  Panetta.  But  I  am  asking  you  a  question.  We  did  $500  bil- 
Hon  in  deficit  reduction.  You  are  complaining  to  me  that  we  haven't 
reduced  the  debt.  But  you  supported  a  proposal  that  was  $100  bil- 
lion less  in  deficit  reduction.  I  mean,  come  on. 

Mr.  Shays.  Leon,  I  am  asking  you  a  question  about 

Mr.  Panetta.  Frankly,  we  have  incorporated  much  of  Penny-Ka- 
sich. Two-thirds  of  it  is  in  the  budget.  As  you  know,  much  of  it 
came  from  administration  proposals  in  the  first  place. 

Mr.  Shays.  The  problem  is  that  you  are  taking  some  of  the 
Penny-Kasich  cuts  now  to  support  further  spending.  You  are 
not 

Mr.  Panetta.  No,  we  stay  within  the  caps. 

Mr.  Shays.  But  we  need  to  get  below  the  caps.  And  my  point  is 
if  we  stay  within  the  caps  we  still  have  an  increase  of  38  percent. 

Mr.  Panetta.  But  the  38  percent  increase,  you  tell  me  if  90  per- 
cent of  that  increase  is  due  to  health  care  interest  and  Social  Secu- 
rity. Which  one  of  those  three  do  you  want  to  cut? 

Mr.  Shays.  I  want  to  cut  Penny-Kasich. 

Mr.  Panetta.  Come  on,  Penny-Kasich  is  not  a  discretionary  ac- 
count. Tell  me  what  you  want  to  cut  in  health  care,  interest,  and 
Social  Security.  You  tell  me  because  that  is  where  90  percent  of  the 
increase  is. 

Mr.  Shays.  You  know  what  is  interesting,  when  we  had  the 
meeting  you  said  come  in  with  cuts.  You  gave  that  same  impas- 
sioned speech.  We  come  in  with  a  whole  host  of  cuts  and  they  were 
defeated  one  after  another.  Then  when  we 

Mr.  Panetta.  You  haven't  touched  the  90  percent  of  the  increase 
that  you  are  talking  about.  You  are  complaining  about  a  38  percent 
increase  in  the  debt.  You  tell  me,  Chris,  which  of  the  areas  that 
make  up  90  percent  of  the  increase  that  should  be  cut.  You  want 
to  do  it  in  health  care?  You  want  to  do  it  in  the  interest  or  you 
want  to  do  it  in  Social  Security?  Because  that  is  the  only  way  you 
are  going  to  cut  38  percent. 

Mr.  Shays.  Your  point  is  that  you  don't  want  to  look  at  discre- 
tionary. You  just  want  to  look  at  entitlements.  My  point  is  I  want 
to  look  at  both  and  cut  both. 

Mr.  Panetta.  Tell  me  what  you  want  to  cut  in  entitlements. 

Mr.  Shays.  I  think  we  have  to  have  burden  sharing  and  I  don't 
think  we  should  have 

Mr.  Panetta.  Don't  worry  about  burden  sharing.  You  have  a  cap 
to  take  care  of  that. 

Mr.  Shays.  You  are  telling  me  we  are  going  to  support  the  Euro- 
peans and  I  don't  think  we  should  be.  The  Japanese  give  us  $3  bil- 
lion a  year  for  the  cost  of  our  troops.  The  Europeans  give  us  $300 
million.  I  think  it  is  outrageous. 

Mr.  Panetta.  The  fact  is  we  have  a  cap  on  discretionary,  that 
keeps  defense  spending  down.  If  you  want  to  deal  with  what  you 
are  complaining  about,  which  is  the  overall  increase  in  the  out- 
.years,  you  have  got  to  tell  me  which  one  of  the  three  areas  that 
contribute  the  most  to  increases  in  government  spending,  health, 
interest,  Social  Security,  which  ones  of  those  do  you  want  to  cut. 
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Mr.  Shays.  First  off,  if  you  continue  to  have  your  large  deficits, 
interest  on  the  national  debt  will  continue  going  up.  In  terms  of 
Medicare,  I  would  make  Medicare  income  sensitive  without  ques- 
tion. But  my  point  to  you  is  you  had  a  bipartisan  effort  in  the  fall 
and  you  didn't  work  with  both  groups  to  incorporate  those  in  get- 
ting the  deficit  down  lower.  That  is  my  point  here.  And  I  am  very 
willing  to  even  vote  for  more  taxes  if  I  saw  a  total  and  complete 
effort  to  get  these  deficits  down. 

My  point  to  you,  if  staying  the  course  means  we  are  going  to 
have  a  38  percent  increase,  that  we  are  still  going  to  have  such  a 
large  deficit  that  we  are  just  muddling  through,  we  are  not  accom- 
plishing what  we  need  to  accomplish. 

Mr.  Panetta.  Let  me  tell  you  something.  If  you  had  a  Republican 
administration  that  cut  the  deficit  by  $126  billion,  that  cut  the  defi- 
cit-to-GDP  ratio  in  half  from  5  to  almost  2.4  percent,  that  cut  the 
deficit  in  3  consecutive  years,  that  cut  118,000  in  personnel  from 
the  Federal  Government,  that  proposed  115  terminations  in  pro- 
grams, you  would  kiss  the  ground. 

Mr.  Shays.  No,  I  wouldn't. 

Mr.  Panetta.  Well,  let  me  tell  you,  I  think  you  would. 

Mr.  Shays.  I  just  want  to  point  out  that  Penny-Kasich,  half  of 
it  were  cuts  in  entitlements. 

Mr.  Herman.  Mr.  Blackwell. 

Mr.  Blackwell.  Thank  you,  Mr.  Chairman.  Mr.  Panetta,  I  am 
delighted  to  see  you  sitting  where  you  are  because  I  think  you  are 
probably  one  of  the  most  committed  Americans  we  have  on  the 
Hill.  And  I  am  always  amazed  at  the  people  who  created  this  prob- 
lem in  the  first  place,  gave  us  this  huge  deficit,  how  they  want  to 
go  now  running  pell-mell  on  how  to  get  rid  of  it. 

I  have  a  very  serious  problem  with  the  fact  that  the  American 
people  over  the  years  sacrificed  everything  in  the  cold  war,  and 
after  the  cold  war  we  thought  we  were  going  to  come  back  and  re- 
build the  infrastructure  of  America.  Then,  we  find  out  that  the  poli- 
cies also  of  previous  administrations  stop  us  from  doing  that. 

I  was  recently  in  Japan  and  we  talked  about  a  fair  trade  agree- 
ment with  some  of  their  people  and  they  told  me  very,  very  can- 
didly that  they  are  not  interested  in  a  fair  trade  agreement  with 
this  country,  that  our  people  had  no  humility,  that  they  were  very, 
very  offensive  in  how  they  were  negotiating  opening  of  borders,  and 
therefore  it  was  not  going  to  work.  So,  when  we  talk  about  cutting 
the  deficit,  we  have  to  remember  we  are  talking  about  cutting  pro- 
grams that  deal  with  people. 

The  other  day,  I  happened  to  run  across  an  article  in  USA  Today 
where  we  talked  about  the  fact  that  some  economists  say  that  if 
we  allow  the  unemployment  to  fall  between  5  percent  and  5.5  per- 
cent, we  could  do  that  without  igniting  inflation.  Then,  we  have  the 
other  economist  who  said,  no,  we  need  like  6.25  percent  without  ig- 
niting inflation. 

Then,  they  go  on  to  say  we  have  to  be  careful  if  you  create  too 
many  jobs  and  you  need  a  skilled  computer  worker,  you  are  going 
to  bring  wages  up  simply  because  the  worker  also  will  realize  that 
there  will  be  a  claim  on  their  skills  and,  therefore,  wages  will  rise 
and  prices  will  go  up.  I  think  a  problem  that  we  are  experiencing 
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in  this  country  is  the  fact  that  not  only  do  we  have  health  out  of 
control,  but  we  have  other  areas  out  of  control. 

The  fact  is  that,  I  think  it  was  1972,  where  the  Nixon  adminis- 
tration froze  wages  and  allowed  prices  to  go  sky  high.  Inflation  got 
out  of  control,  and  we  have  never  brought  it  back  under  control.  So, 
it  seems  to  me  that  the  American  people,  once  again — those  who 
cannot  take  care  of  themselves — are  being  made  to  pay  for  the  sins 
of  the  past. 

When  they  talked  about  raising  the  interest  rates  last  week,  I 
think  it  was  the  Federal  Reserve  System,  that  is  something  that 
they  have  been  champing  at  the  bit  to  do  for  over  a  year.  Over  a 
year,  they  talked  about  raising  interest  rates  because  they  felt  that 
inflation  might  be  around  the  corner,  and  they  were  prevailed  upon 
by  the  administration  not  to  do  so,  and  Mr.  Greenspan  cooperated. 

And  now,  with  a  little  growth  in  our  economy,  they  decided  to 
raise  the  interest  rates  and  people  are  saying  that  is  not  harmful. 
It  is  harmful  to  American  people  when  you  must  cut  my  people, 
when  you  have  to  cut  housing,  when  you  have  to  cut  all  the  pro- 
grams that  affect  little  people  that  is  harmful.  So,  I  believe  the  one 
thing  we  are  going  to  have  to  do  is  first  get  a  fair  trade  agreement, 
but  around  the  world.  It  is  not  just  Japan.  We  have  a  $150  billion 
trade  deficit  around  the  world. 

We  have  to  get  that  under  control  if  we  are  going  to  put  Ameri- 
cans back  to  work.  In  addition,  we  are  going  to  have  to  rein  in 
these  people  who  want  to  raise  the  interest  rates  every  time  we  get 
a  little  growth  going. 

How  do  we  do  that?  How  do  we  keep  prices  down  in  every  year 
when  a  man  is  not  working  and  still  paying  two  dollars  for  a  loaf 
of  bread?  There  is  something  wrong  with  that.  It  is  not  happening 
in  this  country.  That  is  why  we  are  having  these  problems,  not  the 
fact  that  people  are  not  working. 

We  send  2  million  jobs  to  other  countries  through  our  policies 
and  in  the  State  Department,  and  we  put  our  people  out  of  work. 
And  then,  when  they  are  out  of  work,  we  tell  them  there  is  no  way 
we  can  protect  them  in  terms  of  opening  the  borders  of  other  coun- 
tries. How  do  we  keep  prices  down  when  we  are  coming  into  a  min- 
imum wage  economy,  when  we  are  buying  back  jobs? 

We  are  saying  to  people  who  have  jobs  at  livable  wages,  we  want 
to  buy  back  your  jobs  so  we  can  hire  people  at  lesser  wages  and 
benefits.  Yet  we  are  not  talking  about  dropping  the  prices  in  this 
country  in  anything  but  health,  so  I  believe  the  problem  is  not  only 
cost  in  the  health  field,  but  every  field.  Someone  has  to  realize  the 
prices  are  too  high  in  this  country. 

American  people  can't  afford  to  pay  it.  When  do  we  start  dealing 
with  that?  I  am  asking  you  the  question.  I  have  a  lot  of  respect  for 
you  and  I  am  sure  you  probably  agree  with  me.  When  do  we  start 
dealing  with  that? 

Mr.  Panetta.  We  have  actually  made  some  pretty  good  progress 
on  the  inflation  front.  I  think  we  have  got  some  of  the  lowest  infla- 
tion we  have  seen  in  almost  20  years  at  the  present  time,  but  the 
key  is,  I  think  you  point  out  two  things. 

Number  one,  we  have  got  to,  obviously,  compete  in  the  world. 
That  is  important.  I  think  the  agreements  we  have  worked  out  are 
important  in  order  to  try  to  develop  that  competition  because  ulti- 
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mately  we  are  in  a  world  which  is  going  to  be  increasingly  competi- 
tive in  the  future  and  we  have  got  to  be  part  of  that  world.  But 
the  second  part  of  it  is  that  we  have  also  got  to  maintain  discipline 
with  regard  to  spending  at  the  Federal  level.  Why?  Not  just  be- 
cause it  is  the  right  thing  to  do  in  terms  of  the  economy,  but  it  is 
also  the  right  thing  to  do  in  terms  of  priorities. 

Let  me  explain  what  I  am  saying.  On  the  economy,  by  the  fact 
that  we  show  these  deficits  going  down,  clearly  that  is  one  of  the 
most  important  signals  to  send  to  the  credit  markets,  to  those  that 
are  worried  about  where  we  are  headed  for  the  future,  because  if 
you  look  at  long-term  interest  rates,  long-term  interest  rates  in  our 
budget  and  in  most  projections  are  very  stable. 

Yes,  the  Federal  Reserve  increased  short  term  rates  by  a  small 
nick,  but  even  there  we  accommodated  that  in  the  budget.  The 
long-term  interest  rates,  which  are  most  important,  are  stabilized 
at  about  5.8  percent.  That  is  important.  But  the  key  to  that  is  our 
ability  to  show  that  we  are  getting  the  deficit  down. 

If  we  do  that,  it  keeps  interest  rates  low  in  the  long  term.  It  pro- 
vides investment  money.  It  provides  the  kind  of  job  growth  that  we 
are  interested  in.  On  the  other  point  let  me  say  this,  because  I  real- 
ize that  there  are  a  lot  of  people  that  say,  boy,  there  is  a  tough 
budget.  Woe  is  me. 

But  I  think  this  budget  gives  us  the  opportunity  to  set  some  pri- 
orities in  this  country  and  that  is  what  people  want  us  to  do.  They 
want  us  to  look  at  the  programs  that  don't  work,  the  programs  that 
are  wasteful  programs  that  don't  have  much  meaning  and  say  we 
can  get  rid  of  that.  We  don't  have  to  do  that.  Let's  put  the  money 
into  the  programs  that  have  the  biggest  impact  in  terms  of  our  kids 
and  the  future.  That  is  an  opportunity  here.  And  I  think  working 
with  people  like  yourself  who  are  concerned  about  investments  in 
people,  I  think  we  can  reprioritize  what  the  Federal  role  is. 

Mr.  Blackwell.  I  agree  with  you.  But,  one  thing  that  I  think  we 
have  to  keep  pointing  out  is  that  when  someone  tells  me  that  a 
small  growth  in  employment  in  this  country  will  trigger  inflation, 
that  frightens  me  because  we  are  saying  that  there  is  some  people 
out  there  that  will  be  unemployed  forever  while  we  are  trying  to 
get  our  economy  under  control.  The  people  are  saying  that  of  peo- 
ple who  are  working,  and  I  think  we  have  an  obligation  to  make 
sure  that  Americans  do  not  suffer  any  longer.  We  need  jobs  in  this 
country,  and  we  need  to  stop  sending  them  overseas.  We  need  fair 
trade  agreements,  and  when  we  do  the  related  things  to  this  budg- 
et we  will  have  an  honest  growth  and  development  in  our  country. 

As  long  as  we  are  only  worrying  about  bringing  the  deficit  down 
and  taking  away  the  entitlements  of  poor  people,  I  think  we  are 
doing  the  un-American  thing,  not  the  American  thing.  Thank  you. 

Mr.  Berman.  The  time  of  the  gentleman  is  expired. 

The  gentlelady  from  Maine  is  recognized  for  5  minutes. 

Ms.  Snowe.  Thank  you,  Mr.  Chairman,  I  want  to  welcome  you, 
Mr.  Panetta,  to  the  committee  once  again.  Just  to  restate  for  the 
record,  because  I  think  it  is  important  that  we  make  sure  that  we 
are  dealing  with  facts,  and  in  particular,  your  exchange  with  Mr. 
Shays.  First  of  all,  the  budget  that  we  presented  as  Republicans  on 
this  committee  essentially  reduced  the  deficit  through  reducing 
Federal  expenditures  by  more  than  $430  billion,  as  scored  by  CBO. 


41 

Now,  I  know  the  administration  proposed  a  budget  to  reduce  the 
deficit  by  $500  billion,  but  that  was  also  scored,  as  I  understand 
it,  to  $433  billion  either  through  increased  revenues  or  reducing 
some  spending.  I  think  that  ought  to  be  corrected  for  the  record  be- 
cause you  suggested  that  it  reduced  the  Federal  deficit  by  $500  bil- 
lion when  it  was  scored  downward  to  $433  billion. 

Mr.  Panetta.  Well,  let  me  refer  specifically  to  a  table  with  re- 
gard to  the  proposal  that  the  House  passed  last  year  which  was 
$499  billion,  the  Kasich  proposal  which  was  $402  billion.  There  is 
a  difference  of  $75  billion  to  $100  billion  between  those  two,  by 
CBO  or  0MB  scoring. 

Ms.  Snowe.  Yes,  but  the  administration's  proposal  was  rescored 
by  CBO  to  be  $433  billion  in  actuality. 

Mr.  Panetta.  The  Kasich  proposal? 

Ms.  Snowe.  No,  the  administration's  proposal. 

Mr.  Panetta.  Well,  the  final  scoring  of  the  plan  that  passed  was 
$500  billion. 

Ms.  Snowe.  Well,  that  is  not  my  understanding,  Mr.  Panetta.  We 
can  sit  here  and  argue  this.  That  is  not  my  understanding. 

Now,  I  don't  think  that  you  ought  to  be  discrediting  the  efforts 
that  we  made  which  was  entirely  different  than  the  administra- 
tion's, because  we  relied  primarily  on  spending  reductions.  In  fact, 
some  of  us  even  went  further  through  spending  reductions  and 
some  tax  increases  to  yield  $637  billion  in  deficit  reduction.  I  am 
saying  this  for  the  record. 

Mr.  Panetta.  With  all  due  respect,  I  don't  think  you  ought  to  be 
discrediting  what  we  did  in  terms  of  dealing  with  the  deficit. 

Ms.  Snowe.  We  are  going  to  get  to  that  point.  I  am  setting  the 
record  straight  on  some  of  the  issues  that  we  tried  to  deal  with. 
And  when  you  talk  about  Penny-Kasich,  I  don't  really  understand 
why  the  administration  made  an  all  out  effort  to  defeat  that  pro- 
posal when  you  are  now  saying  you  incorporated  some  of  those  pro- 
visions now. 

The  fact  is,  almost  half  of  that  proposal,  a  third  of  the  proposal 
included  some  health  care  program  cuts  of  $34  billion,  the  same 
one  that  the  administration  has  included  in  its  own  health  care  re- 
form proposal. 

Mr.  Panetta.  That  is  exactly  the  point.  The  problem  in  Penny- 
Kasich  is  it  took  the  health  care  reform  and  essentially  said  we  are 
going  to  cut  the  deficit  with  that.  What  we  did  with  the  health  care 
savings  was  to  put  it  into  the  health  care  reform  measure. 

Ms.  Snowe.  And  you  spent  it.  That  is  the  point,  you  spent 

Mr.  Panetta.  We  put  it  into  health  care  reform  which  ultimately 
needs  to  be  done  if  we  are  going  to  control  health  care  costs. 

Ms.  Snowe.  With  all  due  respect,  the  approach  you  are  taking 
is  to  spend  more. 

What  we  did  through  the  Penny-Kasich  was  to  actually  reduce 
the  deficit,  not  to  increase  spending.  And  your  health  care 

Mr.  Panetta.  And  the  approach  we  are  taking  with  regard  to 
those  recommendations  is  to  reduce  the  deficit  as  well.  The  Penny- 
Kasich  recommendations  that  we  have  incorporated  in  our  budget 
are  for  what  purpose?  To  reduce  the  deficit. 

Ms.  Snowe.  And  increase  spending. 
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Mr.  Panetta.  It  is  not  to  increase  spending  but  to  reduce  the  def- 
icit. 

Ms.  Snowe.  What  goes  to  deficit  reduction  in  1995?  What  specifi- 
cally goes  for  deficit  reduction,  not  for  increased  spending? 

Mr.  Panetta.  Of  the  discretionary  amounts  about  $17  billion  of 
the  $24  billion  we  cut  go  for  deficit  reduction. 

Ms.  Snowe.  $700  million  according  to  our  calculations. 

Mr.  Panetta.  Well,  overall  we  cut  the  deficit  by  $126  billion  from 
where  it  was  going  to  go.  You  know,  it  always  astounds  me — you 
know,  does  it  really  hurt  that  much  to  admit  that  we  are  impacting 
on  the  deficit?  Does  it  really  hurt  that  much  to  say  that  we  are 
going  in  the  right  direction?  Does  it  really  hurt  that  much  to  give 
us  a  little  credit  for  what  we  are  trying  to  do  in  reducing  the  defi- 
cit? 

Ms.  Snowe.  Mr.  Panetta,  excuse  me. 

Mr.  Panetta.  It  would  help  a  great  deal  if  once  in  a  while  you 
might  admit  that  we  are  making  progress  in  terms  of  where  the 
deficit  is  headed. 

Ms.  Snowe.  Speaking  of  filibusters,  I  have  always  heard  when 
the  facts  are  not  on  your  side,  pound  the  table  and  yell.  And  that 
is  exactly  what  you  are  doing  here  today  rather  than  arguing 

Mr.  Panetta.  The  facts  are  on  my  side.  They  are  in  front  of  you. 

Ms.  Snowe.  [continuing]  rather  than  dealing  with  anything 
about  the  issue,  Mr.  Panetta,  and  the  fact  is  that  the  President's 
budget  goes  for  more  spending  and  not  for  actual  deficit  reduction. 
Now,  even  CBO  said  with  respect  to  the  health  care  reform  pack- 
age of  the  administration,  it  says  each  and  every  year  it  increases 
outlay  and  each  and  every  year  it  increases  the  deficit.  That  is  a 
fact.  That  is  the  problem. 

And  your  outyear  projections  regarding  the  deficit  is  predicated 
on  the  administration's  health  care  reform  package  to  save  the 
Federal  Government  $58  billion;  isn't  that  correct?  And  that  isn't 
going  to  happen.  The  fact  is  it  is  going  to  add  to  the  deficit. 

Mr.  Panetta.  What  I  am  saying  is,  as  I  pointed  out  in  this  chart, 
if  you  are  serious  about  controlling  outyear  spending  costs,  you 
have  got  to  control  the  costs  in  health  care. 

Ms.  Snowe.  But  there  are  ways  of  doing  it,  Mr.  Panetta,  and 
what  I  am  saying  to  you  is  that  the  administration's  proposal  and 
the  way  in  which  it  is  being  proposed  is  adding  to  the  deficit,  be- 
cause you  are  creating  some  new  entitlements. 

Mr.  Panetta.  Which  proposal  do  you  support  that  cuts  the  deficit 
in  health  care? 

Ms.  Snowe.  Mr.  Panetta,  we  have  a  different  approach  to  health 
care. 

Mr.  Panetta.  What  proposal  do  you  support  that  cuts  the  deficit? 

Ms.  Snowe.  I  am  a  sponsor  of  the  Cooper  plan,  Mr.  Panetta,  and 
that  is  right  and 

Mr.  Panetta.  That  is  not  projected  as  cutting  the  deficit. 

Ms.  Snowe.  Oh,  absolutely,  through  medical  malpractice  reform, 
administrative  savings. 

Mr.  Panetta.  Has  CBO  scored  it  that  way? 

Ms.  Snowe.  Absolutely.  Absolutely.  It  has  scored  the  cost  of  that 
program  and  it  is  offset  by  some  various  taxes  and  cuts  in  pro- 
grams. 
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Mr.  Panetta.  Believe  me,  we  would  do  much  better  if  we  worked 
together  to  deal  with  this. 

Ms.  Snowe.  You  are  certainly  not  demonstrating  that  here  today. 

Chairman  Sabo.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Thank  you,  Mr.  Panetta.  It  is  not  often  that  a 
person  gets  in  your  position.  I  well  remember  when  I  was  getting 
ready  to  come  on  this  committee,  I  walked  around  in  1992  cam- 
paigning, I  had  a  book  very  similar  to  this  and  it  was  your  plan 
for  the  next  year  when  you  were  going  to  be  Chairman  of  the  Budg- 
et Committee.  And  then,  of  course,  you  became  Director.  But  I  com- 
mend you  for  so  many  of  the  things  that  you  have  talked  about  as 
the  Budget  Chairman  to  now  be  able  to  put  into  effect.  And  I  am 
sure  that  you  are  a  great  part  of  the  reason  that  President  Clinton 
gave  us  a  budget  that  is  an  honest  budget  and  that  does  have  the 
deficit  going  in  the  right  direction,  which  is  down.  I  know  you  are 
very  much  a  part  of  that  and  I  know  that  we  get  some  times  par- 
tisan and  we  try  not  to,  but  it  seems  inevitable  that  we  sometimes 
do. 

But  I  do  regret  today  that  the  words,  "obscene"  or  "dishonest" 
were  used  in  relation  to  this  budget,  because  I  know  how  much  you 
played  a  part  in  this  budget  and  those  words  in  no  way  would  be 
anywhere  near  representing  what  you  are  and  what  you  have  rep- 
resented in  public  service. 

Mr.  Blackwell  was  talking  about  the  cuts.  I  would  like  to  add  an- 
other dimension  quickly  before  I  ask  my  questions  that  I  under- 
stand having  gone  through  this  budget  process  with  you  when  you 
were  going  to  be  the  Budget  Chairman  and  0MB  Director,  and 
what  is  happening  when  we  have  a  new  administration. 

And  when  a  new  administration  has  new  ideas,  Secretary  Riley 
has  new  ideas  about  education.  Secretary  Reich  wrote  nine  books, 
new  ideas  about  training  and  the  difficult  part  of  this  budget.  You 
have  had  to  say  to  them,  all  right,  if  you  want  your  new  idea,  you 
have  to  cut  another  program.  That  is  pay-as-you-go.  That  is  keep- 
ing to  the  caps.  It  is  not  that  anything  has  changed  other  than  we 
are  abiding  by  the  rules  of  budget. 

I  agree  with  Mr.  Blackwell  that  some  of  these  cuts  are  very,  very 
hard.  If  you  are  going  to  have  a  chance  for  these  new  Cabinet 
Members  to  have  their  new  ideas  fly,  there  have  to  be  cuts.  That 
is  pay-as-you-go. 

Having  said  that,  Mr.  Panetta,  you  are  going  to  have  to  help. 
One  of  biggest  cuts  is  LIHEAP.  Obviously,  I  am  from  Connecticut. 
We  are  registering  the  fifth  coldest  winter  in  history.  I  have  to  go 
home  and  talk  about  why  there  is  a  $700  million  cut. 

In  your  testimony  you  said,  the  LIHEAP  formula  is  flawed  be- 
cause some  warm  areas  get  the  same  treatment  as  the  cold  areas 
and  that  is  wasting,  obviously,  heating  money.  Is  there  any  chance, 
Mr.  Panetta,  that  this  formula  can  be  changed  as  we  go  through 
the  budget  process?  Is  there  some  relief  go  we  don't  waste  the 
money  and  also  take  care  of  the  cold  areas. 

Mr.  Panetta.  I  think  there  is  a  very  good  chance.  As  a  matter 
of  fact,  in  the  supplemental  in  order  to  release  the  funds  on 
LIHEAP  in  the  supplemental,  we  have  asked  for  changes  in  the 
language  to  allow  HHS  to  better  target  those  funds.  That  language 
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was  passed  by  the  House.  We  hope  it  will  be  passed  by  the  Senate 
as  well. 

Now,  that  only  applies  to  the  contingency  money  that  is  avail- 
able. What  we  have  got  to  do,  frankly,  is  go  with  the  basic  formula 
for  the  program  itself  and  try  to  see  if  there  isn't  a  better  way  to 
target  it  as  well.  Even  though  we  reduce  it  in  half,  I  would  point 
out  to  you  that  there  is  about  a  $600  million  contingency  that  was 
enacted  for  1994.  We  may  use  some  of  that  for  the  1994  winter. 
But  our  hope  is  that  we  can  transfer  some  of  that  contingency,  as 
well,  into  1995  so  it  can  be  used  to  cover  the  heating  costs  for  next 
year  as  well. 

Mrs.  Kennelly.  Thank  you,  Mr.  Director.  An  area  where  I  really 
commend  the  President  for  direction  in  spending  in  this  year's 
budget  is  that  he  is  addressing  crime.  When  I  go  home  it  is  the 
number  one  issue.  And  he  is  addressing  public  safety  by  fully  fund- 
ing 100,000  police  officers,  which  I  can't  tell  you  how  pleased  I  am 
about  that.  But,  also  I  noticed,  Mr.  Panetta,  there  was  a  plug  in 
the  budget,  I  think  it  was  $303  million  for  further  addressing  of  the 
crime  issue. 

Now,  what  my  question  is,  we  are  going  to  have  police  on  the 
streets.  We  have  all  understood  you  cannot  get  those  grants  or  get 
that  help  unless  you  have  community  policing.  Of  course,  the  arrest 
record  will  go  up.  What  I  fear  is  we  are  going  to  arrest  more  peo- 
ple, but  we  don't  prosecute  them.  Is  there  a  possibility  of  using 
some  of  that  $303  million  to  address  additional  prosecutors  or  is 
that  $303  million  already  designated? 

Mr.  Panetta.  I  think  that  there  is  a  lot  of  room  within  the  funds 
that  we  have  now  in  the  crime  bill  to  try  to  target  some  of  these 
funds,  as  well,  to  assisting  prosecutors  in  the  court  system.  There 
is  also  a  need,  obviously,  for — we  are  going  to  have  more  arrests. 
We  are  going  to  have  to  find  ways  to  deal  with  those  who  are  ar- 
rested, whether  we  put  them  in  boot  camps  or  other  facilities  so 
that  is  another  part  of  the  bill  that  has  to  be  addressed,  but  the 
specific  answer  to  your  question  is  that  that  is  available  for  re- 
working it  and  seeing  whether  we  want  to  target  some  of  that  to 
district  attorneys. 

Mrs.  Kennelly.  Thank  you,  Leon. 

My  last  question  and  this  is  just  to  save  me  time,  you  some  time, 
and  your  staff  time,  if  you  don't  have  the  answer  to  it,  maybe  we 
could  have  one  of  the  staff  meet  with  me. 

Mr.  Panetta.  I  can  follow  up  with  that. 

Mrs.  Kennelly.  It  has  to  do  with  the  "Reinventing  Government" 
report.  When  that  first  came  before  the  Congress,  there  was  a  piece 
of  it  that  said  the  railroad  retirement  fund  could  no  longer  contract 
directly  with  Medicare  intermediaries.  And  when  it  went  to  the 
Rules  Committee  that  was  dropped. 

I  took  a  quick  look  at  the  budget  and  on  page  75  it  appeared  to 
me  that  that  had  returned  in  the  budget.  So  being  interested  in 
this  particular  situation,  I  would  ask  if  we  could  get  together  with 
a  member  of  your  staff  to  see  if  that  is  the  same  language  or  dif- 
ferent language  so  we  don't  waste  each  other's  time  fighting  a  fight 
over  again  if  I  don't  have  to  do  it. 

Mr.  Panetta.  That's  fine. 
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Mrs.  Kennelly.  Thank  you  very  much,  Leon,  and  thank  you  for 
your  presentation  today. 

Chairman  Sabo.  Mr.  Smith. 

Mr.  Smith  of  Texas.  Thank  you,  Mr.  Chairman.  Mr.  Panetta 
yesterday 

Mr.  Panetta.  Incidentally,  let  me  apologize  to  Olympia  Snowe. 
We  are  friends  and  sometimes  the  Italian  part  of  me  gets  in  control 
of  my  emotions.  I  apologize. 

Ms.  Snowe.  Thank  you. 

Mr.  Smith  of  Texas.  Mr.  Panetta,  yesterday  the  Congressional 
Budget  Office,  which  President  Clinton  praised  a  year  ago  in  his 
State  of  the  Union  address,  said  that  the  administration's  health 
plan  was  going  to  increase  the  deficit  by  $70  billion  over  the  next 
6  years,  whereas  the  administration  had  predicted  that  it  was 
going  to  cut  the  deficit  by  $60  billion  over  the  next  6  years.  That 
is  a  wing  of  $130  billion.  Does  the  administration  accept  the  CBO 
figures  as  to  the  impact  of  the  health  care  plan  on  the  deficit? 

Mr.  Panetta.  Well,  obviously,  we  came  to  a  different  conclusion 
with  regard  to  the  models  we  used  on  the  cost  estimates,  but  I 
think  the  bottom  line  is,  as  I  pointed  out,  that,  ultimately,  if  we 
are  going  to  get  a  bill  through,  it  has  to  be  scored  by  CBO  as  meet- 
ing the  cost  estimates  and  not  increasing  the  deficit. 

Mr.  Smith  of  Texas.  Do  you  accept  those  figures  or  are  you 
going  to  make  an  effort  to  try  to  alter  those  figures  or  introduce 
legislation  to  take  it  off 

Mr.  Panetta.  We  have  got  to  work  with  CBO  based  on  the  rules 
that  are  currently  placed  in  the  budget. 

Mr.  Smith  of  Texas.  In  order  to  come  to  grips  with  CBO's  fig- 
ures, how  are  you  going  to  offset  the  increase  in  the  deficit?  Are 
you  going  to  ask  for  spending  cuts  or  taxes?  How  are  you  going  to 
make  up  that  difference? 

Mr.  Panetta.  I  think  the  first  order  of  business  is  try  to  get  a 
better  sense  as  to  why  they  came  to  the  conclusions  they  did.  As 
I  pointed  out  before,  we  are  looking  at  a  very  unique  reform  effort 
when  you  are  dealing  with  the  entire  health  care  system  in  the 
country  and,  very  frankly,  it  is  difficult  to  draw  some  estimates  on 
areas  that  have  never  been  estimated  before. 

For  example,  when  you  bring  40  million  Americans  on  to  the 
health  care  system,  we  are  trying  to  determine  exactly  what  is  that 
impact  and  there  are  differences.  We  have  developed  models.  We 
think  they  are  accurate,  but  we  understand  that  there  are  some 
differences  with  CBO. 

I  think  a  lot  of  this  is  basically  estimating  problems.  A  lot  of  it 
may  be  just  making  a  determination  as  to  exactly  what  the  impact 
is  in  terms  of  costs. 

Mr.  Smith  of  Texas.  Mr.  Panetta,  you  are  going  to  accept  their 
figures,  though.  It  sounds  to  me  like  you  are  saying  you  are  going 
to  accept  their  figures,  but  you  are  going  to  go  back  and  challenge 
the  way  they  came  up  with  the  figures.  But  if  you  accept  their  fig- 
ures, then  you  have  got  to  do  something.  Either  raise  taxes  or  cut 
spending  in  order  to  reduce  the  deficit. 

Mr.  Panetta.  Let  me  tell  you  the  way  it  usually  works.  Nor- 
mally, the  way  this  process  works,  we  make  our  estimates.  They 
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make  their  estimates,  and  then  we  basically  look  at  each  other's  es- 
timates and  the  basis  for  those. 

On  NAFTA,  we  worked  together  to  resolve  those  differences. 

Mr.  Smith  of  Texas.  Then  you  are  not  accepting  the  figures  or 
you  are  not  willing  to  say  how  you  are  going  to  reduce  the  deficit 
to  make  up  for  the  $130  billion  swing  over  6  years. 

Mr.  Panetta.  What  I  am  saying  is  we  are  going  to  have  to  do 
that.  We  ultimately  have  to  reach  a  point  at  which  CBO  agrees 
that  the  legislation  pays  for  itself,  does  not  increase  the  deficit. 

Mr.  Smith  of  Texas.  How  are  you  going  to  raise  taxes  or  cut 
spending? 

Mr.  Panetta.  We  are  basically  going  to  have  to  work  with  them 
to  determine  what  was  the  basis  for  their  conclusions 

Mr.  Smith  of  Texas.  Regardless  of  what  the  basis  is,  you  have 
got  to  make  that  decision,  don't  you?  You  either  raise  taxes  or  cut 
spending  to  reduce  the  deficit,  what  the  administration  wants. 

Mr.  Panetta.  I  think  ultimately  what  you  have  to  do  is  decide 
if  we  use  the  premium  approach.  If  we  use  the  cost  controls  that 
we  have  built  into  our  plan,  we  have  got  to  develop,  perhaps 
through  drafting  more  specific  approaches  to  make  sure  that  we 
achieve  the  savings  that  we  are  after. 

In  the  broad  course  of  things,  if  you  have  got  a  10-year  approach, 
that  ultimately  does  control  health  care  costs,  reduce  health  care 
spending,  we  are  at  least  on  the  right  track.  The  real  question  is: 
In  the  up-front  years,  how  can  we  get  on  that  track  in  a  quicker 
fashion? 

Mr.  Smith  of  Texas.  I  don't  think  you  are  going  to  be  able  to 
answer  the  question  about  raising  taxes  or  cutting  spending.  What 
about  CBO 

Mr.  Panetta.  CBO  did  not  talk  about  taxes  here.  They  talked 
about  the  fact  that  they  avoided  that  entirely. 

Mr.  Smith  of  Texas.  You  can't  give  me  an  answer  to  that  ques- 
tion. Let  me  go  on  and  ask  you,  since  you  agree  with  the  CBO  scor- 
ing, do  you  also  agree  with  their  conclusions  about  the  health  plan? 
They  say  employers  will  probably  shift  the  added  costs  to  their 
workers  by  reducing  cash  wages.  That  sounds  to  me  like  American 
workers  are  going  to  see  their  wages  go  down  as  a  result  of  the 
plan. 

The  CBO  also  says  that  one  quarter  of  1  percent  to  1  percent  of 
the  labor  force  might  prefer  to  stay  at  home.  We  are  talking  there 
about  1.5  million  people  that  might  decide  to  drop  out  of  work  force 
because  of  the  health  plan.  Do  you  agree  with  the  CBO  on  that? 

Mr.  Panetta.  I  don't  believe  CBO  uses  that  number.  Also,  CBO 
emphasizes  its  view  that  net  job  loss  would  be  small.  The  number 
you  are  citing  is  a  gross  number.  Again,  we  are  trying  to  fix  a  crisis 
now  in  which  the  exact  thing  you  just  pointed  to  is  happening  in 
spades.  People  are  losing  their  jobs  because  of  increased  health 
care  costs. 

Mr.  Smith  of  Texas.  I  am  talking  about  the  health  plan  costing 
1.5  million  jobs.  Do  you  agree  with  the  CBO  on  that? 


47 

Mr.  Panetta.  I  am  not  here  to  say  that  I  agree  with  your  view 
of  CBO's  conclusions,  but  at  the  same  time,  I  am  also  telling  you 
that  we  have  to  sit  down  and  repair  the  scoring  issues. 

The  fundamental  goal  is  whether  we  want  a  health  care  reform 
bill;  that  is  the  goal.  We  can  work  through  these  issues.  We  have 
to  work  through  these  issues  in  almost  every  major  bill  we  deal 
with. 

Mr.  Smith  of  Texas.  Mr.  Chairman,  I  would  like  to  conclude  by 
pointing  out  that  it  is  interesting  that  the  administration  does  not 
now  accept  a  lot  of  what  the  CBO  is  saying  despite  the  fact  that 
President  Clinton,  a  year  ago,  said — referred  to  using  the  independ- 
ent numbers  of  the  Congressional  Budget  Office  and  said,  I  want 
to  point  out  that  the  Congressional  Budget  Office  was  normally 
more  conservative  in  what  was  going  to  happen  and  closer  right. 

It  seems  if  the  administration  accepts  those  figures  and  wanted 
to  use  them  to  shore  up  its  case  last  year,  it  has  now  changed  its 
mind  apparently  and  is  not  willing  to  use  those  figures  or  state- 
ments. 

Thank  you,  Mr.  Chairman. 

Mr.  Panetta.  I  would  assume  that  the  gentleman  agrees  that 
CBO  says  we  are  reducing  the  deficit,  that  the  gentleman  would 
agree  with  CBO,  in  essence. 

Mr.  Smith  of  Texas.  The  CBO  says  you  are  increasing  the  defi- 
cit by  $70  billion  because  of  the  health  plan  and  yet  you  won't  tell 
us  today  how  you  are  going  to  make  that  up. 

Mr.  Panetta.  I  assume  if  you  are  using  CBO,  that  you  would 
agree  then  that  CBO  confirms  that  we  are  reducing  the  deficit? 

Mr.  Smith  of  Texas.  I  agree  that  the  deficit  is  going  down  for 
a  couple  of  years  and  then  going  back  up  according  to  CBO. 

Mr.  Panetta.  Well.  That  is  saying  something. 

Chairman  Sabo.  I  will  stay  here  until  the  journal  vote,  but  next 
it  is  going  to  be  Mr.  Price.  Mr.  Miller  has  left  to  vote  and  expects 
to  be  back.  And  Mr.  Stenholm  is  after  him  and  he  has  left  to  vote. 

Mr.  Kasich.  Maybe  Leon  wants  to  vote. 

Chairman  Sabo.  Yes,  maybe  Leon  wants  to  vote.  Leon,  you  and 
I  will  stay.  We  can  proceed.  It  is  a  journal  vote,  if  you  want  to. 

Mr.  Price. 

Mr.  Price.  Thank  you,  Mr.  Chairman. 

Mr.  Panetta,  I  would  like  to  ask  a  couple  of  quick  questions  on 
your  presentation  and  then  a  longer  question  on  health  care  costs. 

I  am  glad  that  our  Republican  friends  have  left  their  Federal 
debt  exhibit  on  display  here,  because  I  do  think  we  need  to  get 
something  cleared  up  on  that.  The  Republicans  have  made  much 
over  the  debt  increase  which,  of  course,  is  going  to  incur  as  long 
as  we  are  running  any  deficit  at  all.  I  think  we  all  know  that. 

But  it  is  a  relevant  question  how  much  more  the  debt  increase 
would  have  been  had  the  Republican  5-year  plan  been  adopted,  so 
it  is  a  rather  strange  exhibit  for  them  to  present  when  their  own 
plan  would  have  increased  the  debt  far  more.  I  wonder  if  you  could 
for  the  record  give  us  the  exact  figures  on  that.  What  those  figures 
on  this  display  would  have  been  under  the  Republican  plan.  If  you 
don't  have  it  right  now,  we  could  take  it  later  for  the  record. 
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Mr.  Panetta.  We  have — as  a  matter  of  fact,  we  have  a  chart. 
Without  the  economic  plan,  the  national  debt  would  have  gone  up 
about  $650  billion  more.  With  the  economic  plan,  it  is  obviously  at 
the  line  it  is  now,  which  is  $650  billion  at  that  point.  If  you  were 
to  have  adopted  Kasich,  it  would  have  been  about  $100  billion  less 
than  that. 

Mr.  Price.  So  it  would  have  been  in  between  those  two  lines? 

Mr.  Panetta.  Right. 

Mr.  Price.  Also,  I  wonder  if  you  could  clarify  for  us,  you  talk 
about  the  freeze  in  discretionary  spending  at  the  1993  levels.  Of 
course,  that  does  not  address  the  question,  what  happens  to  cur- 
rent services.  A  freeze  in  spending  in  1993  levels  is  a  cut  in  current 
services. 

Mr.  Panetta.  That  is  correct. 

Mr.  Price.  How  much  of  a  cut  in  current  spending  and  cut  in 
current  services  are  we  taking  about  in  these  discretionary  figures? 

Mr.  Panetta.  As  I  pointed  out,  we  were  looking  at  $221  billion 
over  5  years.  I  think  the  current  cut  in  services  in  1995  is  about 
$7  billion.  If  you  add  a  little  more,  it  is  probably  going  to  be  closer 
to  about  $40  billion  over  2  years. 

Mr.  Price.  Over  the  2  years  and  in  percentage  terms,  that  would 
be 

Mr.  Panetta.  I  am  going  to  let  my  mathematician  tell  me  here. 
About  4  percent. 

Mr.  Price.  Thank  you.  Now  to  the  health  care  question.  We  are 
of  course  in  the  midst  of  a  major  debate  over  cost  controls  in  health 
care.  The  administration  plan,  as  I  understand  it,  mainly  relies  on 
market  forces,  so-called  managed  competition,  to  bring  down  costs. 

The  administration  plan  avoids  direct  price  controls,  but  it  does 
plan  to  impose  a  limit  on  insurance  premiums,  the  annual  in- 
creases in  insurance  premiums  which  then  presumably  would  have 
a  ripple  effect  through  the  system  constraining  costs.  Some  say 
that  even  that  is  too  much  in  the  way  of  the  cost  controls,  price 
controls,  that  it  would  have  distorting  effects  on  the  medical  mar- 
ketplace and  that  it  might  compromise  the  quality  and  availability 
of  care. 

I  wonder  what  your  view  of  that  debate  is  from  a  budgetary 
standpoint.  Could  we  rely  on  managed  competition  alone,  to 
achieve  the  budgetary  goals  you  have  lined  out,  or  are  caps  of  some 
sort  necessary?  In  other  words  how  essential  are  these  premium 
caps  to  the  budget  savings  that  you  project  in  the  outyears? 

Mr.  Panetta.  It  was  our  view  that  if  you  want  to  in  fact  get  the 
savings  in  the  health  care  system,  that  you  have  to  implement 
some  kind  of  cap  on  the  premium  side,  that  you  can't  just  let  that 
be  open-ended.  And  that  is  really  the  difference  here  in  terms  of 
proposals  that  basically  are  out  there  that  say  that,  you  know, 
somehow,  just  through  competition,  that  you  can  essentially  bring 
those  costs  down. 

You  have  got  to  be  able  to  have  some  kind  of  control  on  that  ele- 
ment, otherwise  you  are  basically  establishing  what  would  be  es- 
sentially an  open-ended  new  entitlement.  You  have  got  to  have  the 
caps.  And  what  the  caps  do  with  the  cushion  that  we  provided  is, 
it  basically  gives  you  a  discipline.  If  in  fact  you  hit  those  caps,  it 


49 

forces  the  President  and  the  Congress  to  go  back  at  this  issue  and 
decide  how  they  will  deal  with  those  issues. 

If  you  don't  do  that,  we  will  have  the  same  problems  we  had  with 
Medicare  and  Medicaid. 

Mr.  Price.  We  are  talking  about  two  kinds  of  caps  here:  A  cap 
on  the  governmental  expenditures  which  would  trigger  the  kind  of 
review  you  describe,  but  also  a  cap  with  regard  to  the  premiums 
themselves. 

Mr.  Panetta.  Yes. 

Mr.  Price.  That  is  what  I  am  trying  to  zero  in  on.  How  critical 
is  that? 

Mr.  Panetta.  Again,  I  think  it  is  a  question  of  the  overall  design 
of  the  plan,  and  there  probably  could  be  some  flexibility  there,  but 
I  think  that  ultimately  it  ties  into  how  much  we  want  to  put  on 
employers,  how  much  of  a  burden  you  want  to  put  on  employers, 
and  how  much  of  a  burden  you  want  to  put  on  employees. 

Mr.  Price.  Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Frank. 

Mr.  Frank.  Thank  you,  Mr.  Panetta.  I  want  to  congratulate  the 
administration  on  the  progress  made.  There  is  a  story  about  a  per- 
son who  sees  its  kid  struggling  in  the  water  and  jumps  and  fights 
off  the  sharks  and  the  current  and  saves  the  kid  and  brings  the 
kid  back  to  the  father,  and  the  father  says,  "Where  is  his  hat?" 

My  Republican  colleagues  have  been  looking  for  your  hat  all  day 
since  the  fact  that  you  are  well  on  the  way  to  saving  the  baby,  and 
it  is  interesting  to  note  that  virtually  all  of  their  predictions  about 
last  year's  budget  have  been  begun  about  whether  or  not  we  would 
live  up  to  the  spending  cap  or  hurt  the  economy,  as  to  whether  or 
not  the  deficit  would  go  down,  so  I  understand  their  distemper. 

Secondly,  I  have  a  question.  There  was  an  article  in  The  New 
York  Times  yesterday  which  I  welcomed,  which  said  the  adminis- 
tration is  in  the  process  of  shifting  funds  in  the  antidrug  effort 
from  law  enforcement  to  treatment.  I  am  particularly  skeptical  of 
interdiction. 

I  personally  believe  if  we  were  to  tell  the  Armed  Services  that 
we  wanted  all  horses  banned  from  America,  they  would  be  able  to 
cut  out  the  majority  of  horses,  but  as  the  quantity — as  the  size  gets 
smaller  and  the  value  higher,  I  think  it  is  virtually  an  impossibil- 
ity. 

I  have  been  frustrated  in  trying  to  get  a  breakdown.  Could  I  get 
from  0MB  over  the  next  couple  weeks  a  breakdown?  When  they 
talk  about  the  13.5  billion  and  it  is  going  to  be  changed  41  percent 
or  58  percent  law  enforcement,  et  cetera,  I  really  would  like  to  get 
that  and  which  budget  because,  frankly,  I  want  to  go  after  interdic- 
tion. I  think  we  can  save  some  money,  but  I  would  like  to  know 
where  it  is. 

Mr.  Panetta.  We  have  a  controls  cut  on  the  drug  area  that 
would  identify  each  of  those  areas.  And,  incidentally,  I  share  and 
the  administration  actually  shares  the  same  concern  you  have  just 
indicated  with  regard  to  interdiction.  It  doesn't  make  a  lot  of  sense 
to  just  simply  have  planes  and  boats  out  there  that  are  kind  of 
crisscrossing  without  relying  on  intelligence. 
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Mr.  Frank.  That  we  have  an  economy  that  is  very  open.  We  have 
one  of  the  freest  societies  in  the  world.  When  you  have  the  vast 
interchange  of  people  and  goods  in  the  United  States,  I  think  it  is 
physically  impossible  to  keep  out  something  for  which  there  is  such 
demand  and  that,  therefore,  local  law  enforcement  and  treatment 
are  the  ways,  but  I  will  be  glad  to  get  that. 

[The  information  follows:] 
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Mr.  Frank.  Next,  I  do  want  to  ask  you  a  question  where  I  con- 
gratulate you  in  general  for  what  is  going  on.  I  do  have  a  very  pro- 
found area  of  difference  with  the  budget,  and  as  you  contemplate 
my  position,  because  it  may  be  enough  for  me  not  to  want  to  vote 
for  this  budget  and  urge  some  of  my  colleagues  not  to. 

I  would  ask  you  to  keep  one  thing  in  mind  as  we  contemplate 
this  issue,  and  that  is,  I  wouldn't  be  on  the  committee  in  the  first 
place  if  it  wasn't  for  you.  But  the  issue  I  have  is  the  $11.4  billion, 
as  I  understand,  that  the  administration  is  adding  to  the  defense 
budget.  We  had  a  tough  budget  last  year. 

We  agreed  among  ourselves,  every  department  is  funded  less 
than  any  of  us  would  like  to  see,  that  I  think  there  is  not  a  Federal 
entity  that  could  not  constructively  use  some  more  money.  Al- 
though there  were  ways  we  could  make  savings  and  efficiencies, 
there  are  still  needs  unmet. 

When  you  add  $11.4  billion  to  defense,  and  I  realize  it  is  not  in 
outlays  this  year,  but  budget  authority  additional  because  of  a  pay 
raise  when  others  have  that  same  pay  raise,  I  have  a  real  problem. 
I  do  want  to  get  confirmation — $11.4  billion  being  added  in  budget 
authority  for  defense,  given  that  the  caps  remain  firm  will  come 
out  of  other  programs;  is  that  correct? 

Mr.  Panetta.  Under  the  cap,  that  is  the  way  it  works. 

Mr.  Frank.  So  if  we  go  ahead  with  an  additional  $11.4  billion, 
over  what  period  of  years  would  that  be? 

Mr.  Panetta.  A  5-year  period. 

Mr.  Frank.  So  what  we  are  saying  is,  over  the  next  5  years,  from 
today  as  we  do  the  $11.4  billion  additional  for  defense,  that  re- 
quires us  to  find  $11.4  billion  in  reductions  in  nondefense  discre- 
tionary programs  to  offset  if  we  are  going  to  live  with  the  caps. 

Mr.  Panetta.  In  other  budget  authority,  that  is  right. 

Mr.  Frank.  That  is  over  and  above  where  we  were  last  year  with 
the  plan? 

Mr.  Panetta.  That  is  correct. 

Mr.  Frank.  Let  me  also  ask  about  something  that  disturbs  me, 
because  that  bothers  me  greatly.  I  point  out  the  President  said  no 
further  cuts  in  defense.  I  have  some  disagreements,  but  I  am  not 
talking  about  a  cut,  we  are  talking  about  an  increase  for  defense 
over  what  was  proposed  and  agreed  to  in  last  year's  general  budg- 
et. 

The  next  question  I  have  has  to  do  with  the  supplemental,  but 
it  is  the  same  principle.  The  money  for  Bosnia,  Haiti,  Somalia,  and 
the  defense  of  the  Kurds  in  Iraq  was  justified  as  an  emergency.  My 
problem  was,  I  was  under  the  impression  that  we  knew  about  all 
of  those  things  before  we  did  the  defense  appropriations. 

Are  we  in  a  situation  now  where  the  basic  defense  budget  will 
be  voted  to  keep  them  in  existence  but  that  the  President  at  any 
time  any  of  the  defense  forces  are  engaged  that  will  get  an  extra 
budget?  They  have  got  a  base  salary,  but  then  they  are  on  piece- 
work for  anything  beyond  that  they  do.  Can  we  expect  that? 

Mr.  Panetta.  Believe  me,  we  have  not  established  that  as  a 
working  rule. 

Mr.  Frank.  The  question — I  am  for  ouster  rights  in  Bosnia,  but 
I  want  to  know,  if  we  order  that,  will  we  then  be  presented  with 
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the  next  disaster  with  the  kind  of  right-arm  emergency  for  the  De- 
fense Department  to  compensate  for  that? 

Mr.  Panetta.  Obviously,  right  now,  we  think  that  the  budget 
that  is  available  at  Defense  would  more  than  adequately  cover  the 
deployments  that  they  are  engaged  in.  If  they  have  to  for  one  rea- 
son or  another  either  increase  the  deployment  or  borrow  from  the 
maintenance  fund  in  order  to  move  money  around,  that  would  raise 
some  concerns.  But  I  think  right  now  we  feel  that,  you  know,  we 
have  got  enough  to  cover  us. 

Mr.  Frank.  The  ones  that  were  considered  an  emergency,  let  me 
give  you  an  example.  We  were  asked  to  vote  for — and  my  col- 
leagues— $47.8  million  additional  for  Haiti.  I  shudder  to  think 
what  it  would  cost  us  if  they  got  off  the  boat,  but  I  am — although 
I  wanted  them  to  get  off  the  boat.  I  am  disturbed  at  the  notion  that 
Haiti  simply  maintains  an  embargo  with  ships  that  were  already 
on-line,  that  were  fully  crewed,  cost  us  this  additional  money.  And 
I  am  reassured  if  you  tell  me  this  is  not  the  President  and  that  we 
will  not  be  sent  the  bill  for  any  action  that  is  taken  in  the  future. 

Mr.  Panetta.  I  mean,  there  is  no  built-in  rule  that  says  we  are 
going  to  do  it  on  that  basis.  We  really  have  to  look  at  each  individ- 
ual situation  and  where,  ultimately,  they  take  the  money  from 
other  accounts. 

Mr.  Frank.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Miller. 

Mr.  Miller.  Thank  you,  Mr.  Chairman. 

Mr.  Panetta,  I  agree  with  you  about  the  issue  of  health  care,  and 
health  care  has  got  to  be  brought  under  control  over  the  next  dec- 
ades, if  we  are  ever  going  to  get  the  deficit  under  control.  Health 
care  won't  solve  the  deficit  problem,  but  it  has  to  be  a  very  serious 
part  of  the  equation  as  your  chart  shows.  I  know  the  CBO  study 
came  out  yesterday.  We  are  all  still  digesting  it. 

I  have  concerns  about  projecting  health  care  costs  into  the  fu- 
ture. I  am  an  old  statistics  professor,  and  it  is  always  hard  to 
project  into  the  future  of  anything,  health  care  in  particular.  Last 
week,  Mr.  Reischauer  made  the  statement  that  health  care  projec- 
tions are  worse  than  other  projections  of  spending.  I  think  John's 
chart  shows  how  bad  off  the  projections  have  been  for  deficit  over 
the  past  years. 

The  problem  is — how  do  you  project  the  costs.  You  made  a  state- 
ment, I  am  not  sure  that  is  exactly  what  you  meant,  that  we  have 
good  estimates  and  forecasts  for  the  cost  of  Medicare  and  Medicaid. 
Historically,  that  hasn't  been  very  good. 

Mr.  Panetta.  True. 

Mr.  Miller.  We  really  don't  have  good  estimates,  and  the  series 
in  the  Washington  Post  last  week  brought  up  the  articles.  John's 
chart  shows  Medicaid  going  up  between  1985,  and  how  bad? 

Mr.  Panetta.  That  was  a  bad  example,  that  is  true. 

Mr.  Miller.  Or  catastrophic  coverage,  the  way  we  estimated 
that,  and  had  to  re-estimate.  The  current  projections  for  Medicare 
and  Medicaid  are  off  significantly.  So  you  would  agree  that  the  pro- 
jection of  health  care  costs  are  very  difficult,  much  more  difficult 
than  others? 

Mr.  Panetta.  That  is  right. 


53 

Mr.  Miller.  As  you  say,  this  has  never  been  estimated  before. 
As  people  say,  this  is  the  biggest,  most  important  piece  of  social 
legislation  certainly  since  the  1960's.  This  is  where  I  get  very 
scared,  what  are  the  costs  going  to  be?  And  to  further  go  out,  the 
harder  it  is  to  estimate  the  costs,  we  would  all  agree,  and  try  to 
project  out  to  the  year  2004  is  really  scary. 

You  made  a  statement,  let  me  see  if  I  could  on  your  interpreta- 
tion correct,  is  that  under  the  Clinton  health  care  plan,  you  say 
universal  coverage,  comprehensive  coverage  is  going  to  produce 
substantial  savings. 

My  reading  of  the  CBO  report  the  other  day  is  that  the  premium 
caps  are  the  real  way  they  are  going  to  save  money,  and  when  they 
kick  in  the  spending  caps,  that  is  how.  I  think  I  have  been  led  to 
believe  that  the  premium  caps  are  just  a  backup,  a  backstop,  they 
are  not  the  real  key,  but  only  if  we  need  them.  But  the  way  CBO 
says  they  came  up,  that  is  going  to  be  the  key  to  controlling  health 
care  costs. 

That  brings  up  the  whole  question  of  rationing.  Premium  caps, 
global  budgets,  alliance  budgets  are  all  part  of  the  whole  equation, 
and  they  all  get  down  to  the  question  of  rationing.  And  along  the 
same  line  as  the  question  we  are  talking  about,  alliance  budgets, 
in  addition  to  global  budgets,  then  you  have  the  question  of  Cleve- 
land competing  with  Atlanta  competing  with  San  Francisco.  So  a 
couple  of  questions. 

Are  not  the  premium  caps  really  the  way  your  plan  is  going  to 
control  the  health  care  spending? 

Mr.  Panetta.  It  is  obviously  one  of  the  important  elements  to  try 
to  keep  costs  under  control,  that  is  right. 

Mr.  Miller.  That  is  very  risky,  and  even  they  admit  that  in  the 
CBO  report  that  it  is  very  difficult  to  try  to  project  exactly  where 
that  comes  down,  especially  when  you  go  between  alliances. 

Mr.  Panetta.  And  with  your  background  in  statistics,  then  you 
have  some  appreciation  for  what  we  are  trying  to  do  here  in  terms 
of  trying  to  estimate  just  exactly  what  the  impact  will  be.  What  we 
tried  to  do  in  trying  to  be  very  conservative  about  the  estimates 
here  was,  we  said  wherever  we  establish  the  subsidy  cap,  we  would 
provide  a  15  percent  cushion  in  addition  to  that,  so  we  would  leave 
some  room  for  those  kinds  of  errors  in  terms  of  estimates. 

I  think  that  in  some  way  we  have  got  to  be  able  to  provide  some 
additional  room  and  be  very  conservative  about  these  estimates, 
because  I  agree  with  you,  estimates  in  the  health  care  area  have, 
you  know,  historically  been  off  in  terms  of  projected  costs  and  yet 
again,  I  hope  that  doesn't  deter  us  from  the  effort  to  control  these 
costs  in  the  outyears  because,  if  it  doesn't,  as  you  can  see,  it  is 
going  to  eat  us  alive. 

Mr.  Miller.  I  agree,  but  what  is  scary  is  the  reinventing  of 
health  care  and  the  Clinton  plan.  I  think  there  was  a  quote  from 
Mr.  Reischauer  that  we  have  to  walk  up  to  the  edge  of  the  cliff  and 
jump  off  with  those  numbers.  I  don't  want  to  do  it.  Whether  it  was 
the  disproportional  share  story  in  The  Post  last  week  or  program 
after  program,  the  problem  is,  are  we  going  to  commit  to  something 
totally,  and  have  no  way  to  back  up. 

I  am  signed  on  to  the  Cooper  bill,  too,  but  it  doesn't  jump  off  that 
cliff  and  that  is  what  scares  me  about  these  numbers. 
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Mr.  Panetta.  That  is  why  I  think  as  Congress  works  its  will  on 
these  issues  that  hopefully  we  can  work  out  an  approach  that  com- 
bines the  best  elements  and  transitions  them  in,  because  that  is 
probably  the  best  way  to  determine  how  this  plan  is  working. 

Mr.  Miller.  Let  me  ask  one  more  quick  question,  if  I  may,  on 
the  interest  issue.  Explain  to  me,  the  government  has  shifted  to 
short-term  interest  and  that  is  one  of  the  reasons  our  interests  in 
the  budget  have  dropped;  is  that  correct? 

Mr.  Panetta.  Yes. 

Mr.  Miller.  Recently,  the  action  of  the  Fed,  that  is  maybe  going 
to  raise  interest  rates.  What  impact  does  that  have  on  the  budget? 
What  does  every  quarter  percent  of  the  increase  in  the  interest  rate 
mean,  and  isn't  this  a  little  dangerous.  It  is  a  good  short-term 
strategy,  but  the  long-term  implications  are  concerting. 

Mr.  Panetta.  Joe  Minarik,  who  is  our  chief  economist  at  0MB, 
says  the  original  estimates  we  made  here  were  based  on  higher 
short-term  interest  rates,  and  the  fact  is  that  those  have  gotten 
better  actually  even  though  with  this  recent  uptick  we  are  still 
within  the  range  that  we  have  projected  for  that. 

Mr.  Miller.  You  don't  appear  to  know  the  number  for  40  percent 
change  in  interest  rate,  what  effect  that  has  on  the  deficit  or  the 
budget? 

Mr.  Panetta.  Quarter  percent?  About  $3  billion  is  what  I  am 
being  told  here.  If  that  is  wrong,  we  will  correct  the  record. 

Mr.  Miller.  Thank  you  Mr.  Panetta. 

Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Stenholm. 

Mr.  Stenholm.  Thank  you,  Mr.  Chairman.  You  know,  I  don't 
have  any  difficulty  at  all  saying  that  we  have  got  the  budget  deficit 
on  the  right  track.  Discretionary  spending  in  particular  is  moving 
in  the  right  direction.  I  have  no  problem  with  saying  that. 

But  I  guess  my  disappointment  is  that  we  seem  to  be  accepting 
what  we  have  done  as  the  best  we  can  do.  That  is  something  that 
I  hope  we  can  work  together  and  improve  on  because  if  in  this  5- 
year  game  plan  we  are  considering  this  year,  the  best  we  can  do 
is  get  to  a  $180  billion  deficit  in  1999,  that  is  not  good  enough. 

And  I  am  a  little  disappointed  that  you  haven't  come  and  rec- 
ommended some  areas  in  the  mandatory  area  where  we  can  reduce 
the  deficit.  Again,  I  agree  that  on  the  discretionary  side  we  are 
doing  a  pretty  good  job.  You  yourself  say  that  the  mandatory  side 
is  a  different  story,  yet  you  don't  recommend  what  to  do  about  it. 
I  am  prepared  to  answer  your  question  about  where  to  cut  ,  if  you 
want  to  ask  me  that.  I  am  prepared  to  answer  that  question  very 
specifically.  We  have  got  to  get  into  mandatory  spending  and  re- 
duce the  growth  rate. 

I  want  to  be  careful.  Last  year  I  got  in  trouble  because  the  TV 
cameras  only  picked  up  on  the  fact  that  I  was  complaining  about 
agricultural  cuts.  I  want  to  be  very  careful  to  say  that  I  have  not 
complained  about  any  of  the  cuts.  In  fact,  I  have  voted  for  more 
cuts  than  we  have  actually  enacted. 

Your  budget  recommends  a  24  percent  reduction  in  agriculture. 
I  understand  what  those  numbers  mean.  My  objection  is,  we  are 
spending  that  $4.1  billion  from  the  24  percent  on  something  else 
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other  than  agriculture.  We  are  spending  it  somewhere  else.  That 
is  my  objection.  I  wish  that  we  would  apply  that  to  the  deficit. 

When  we  have  circumstances  in  agriculture  where  we  can  spend 
less,  I  wish  we  would  apply  it  to  the  deficit,  but  you  come  in  and 
recommended  that  we  spend  that  money  somewhere  else.  We  have 
$122  billion  in  user  fees  in  addition.  I  have  a  little  problem  with 
that  when  we  are  spending  that  $4.1  billion  that  should  be  credited 
to  agriculture  somewhere  else. 

When  you  talk  about  the  buyout  in  employees,  I  agree  with  you 
that  we  are  caught  in  a  Catch-22  situation,  but  why  can't  we  rec- 
ommend that  we  pay  for  it?  Why  can't  we  make  adjustments  on  the 
entitlement  mandatory  side?  Why  do  we  have  to  waive  the  budget 
rules  in  order  to  accomplish  those  employee  reductions?  And  that 
is  a  question  for  you. 

Why  would  you  not  be  here  recommending  that  we  not  waive  the 
budget  rules  but  that  we  find  those  savings  within  the  category  of 
public  employment  and  live  up  to  our  rules?  Why  do  we  always 
have  to  waive  it? 

Mr.  Panetta.  I  think  this  is  an  area  where,  again,  we  are  work- 
ing with  Members  to  see  if  there  isn't  a  way  to  pay  for  it  that 
would  be  acceptable  under  the  budget  rules.  It  is  one  of  those  un- 
fortunate things  where  CBO,  again,  agrees  in  the  long  term  we  get 
significant  savings,  but,  in  the  short  term,  we  have  these  costs. 

And  we  are  ultimately  going  to  have  to  meet  those  costs  because, 
while  I  think  we  need  to  get  this  legislation  through,  I  think  the 
likelihood  is  that,  ultimately,  on  the  Senate  side,  we  are  going  to 
have  to  find  a  way  to  pay  for  it  and  we  can  do  that  here  if  we  can. 

Mr.  Stenholm.  I  wish  you  would  go  back  to  your  drawing  board 
and  provide  the  leadership — for  example,  we  know  certain  commit- 
tees in  the  House  don't  want  to  do  things  like  you  and  I  want  to 
do.  Certain  committees  do  not  want  to  do  that.  Yesterday  we  re- 
ported out  of  the  Agriculture  Committee  the  language,  the  bill,  that 
reduces  our  7,500  employees  over  the  next  5  years.  That  happens 
to  be  6  percent  of  the  total  250,000  employee  reduction  even  though 
agriculture  represents  only  1  percent  of  the  budget. 

Once  again,  agriculture  is  doing  more  than  our  share,  but  some 
committees  around  here  refuse  to  do  anything  along  that  line.  They 
end  up  saying,  well,  we  just  can't  do  it.  We  can  do  it,  and  I  wish 
in  this  one  small  area  we  would  do  the  right  thing.  It  is  one  signifi- 
cant way  that  we  can  make  a  much  better  difference  because  we 
are  on  track.  But  we  have  got  to  get  into  the  mandatory  entitle- 
ment side  as  well,  as  I  mentioned  before. 

You  have  been  critical  of  the  balanced  budget  amendment.  I  don't 
want  to  debate  that,  but  the  last  time  you  helped  to  defeat  us,  you 
put  together— and  we  enjoyed  working  with  you — a  plan  that 
would  get  us  to  a  balanced  budget.  I  wish  you  had  submitted  that 
plan  to  us  this  year. 

Mr.  Panetta.  We  are  getting  there.  We  are  getting  there  a  little 
bit  at  a  time. 

Mr.  Stenholm.  You  have  got  to  get  on  a  little  faster  horse. 

Mr.  Panetta.  The  first  step  is  to  do  this  health  care  reform.  That 
is  the  biggest  mandatory  problem.  It  has  got  to  be  brought  under 
control. 
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Mr.  Stenholm.  Unfortunately,  you  brought  us  a  recommendation 
that  does  not  get  us  there. 

Mr.  Panetta.  We  are  wilHng  to  see  what  we  can  do  together  to 
get  there,  because  we  have  to  get  there. 

Mr.  Stenholm.  I  am  willing  to  work  together  to  get  there,  but 
you  know,  you  haven't  brought  us  that  plan  as  yet,  so  it  is  time 
to  sit  down  and  work  to  develop  those  alternatives. 

Mr.  Panetta.  That  is  right. 

Mr.  Stenholm.  Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Smith. 

Mr.  Smith  of  Michigan.  Mr.  Chairman,  thank  you. 

Mr.  Panetta,  in  my  years  before  coming  to  this  body,  I  would 
study  the  deliberations  of  Congress,  and  you  and  Mr.  Stenholm 
were  a  couple  of  Democrats  that  I  thought  were  leading  us  in  the 
right  direction.  So  I  was  very  disappointed,  that  you  were  unwilling 
to  support  the  $93  billion  of  cuts  in  Penny-Kasich  as  sort  of  just 
a  first  step  of  trying  to  reduce  the  deficit,  really  reduce  the  deficit. 

So  let  me  say  that  I  was  disappointed  on  that.  And  I  am  sure 
you  have  reasons,  except  it  seems  to  me  that  your  knowledge  and 
experience  and  leadership  is  just  so  important  in  helping  to  guide 
this  administration  on  this  budget. 

Let  me  just  ask  you  a  couple  of  questions,  had  you  advised  the 
President  against  additional  tax  increases? 

Mr.  Panetta.  We  have  not  included  any  taxes  in  this  budget, 
other  than,  obviously,  the  tobacco  increase  for  purposes  of  health 
care.  But  other  than  that,  we  have  not  recommended  anything  for 
the  1995  budget. 

Mr.  Smith  of  Michigan.  And  the  question  is:  Will  you  rec- 
ommend against  additional  tax  increases  because  of  the  depressing 
effect? 

Mr.  Panetta.  Well,  as  always,  I  think  we  have  got  to  see  where 
those  tax  increases  are  occurring.  I  mean,  for  example,  for  the 
NAFTA  agreement,  we  had  to  raise  some  additional  payments 
there,  but  it  was  a  good  trade-off  for  what  we  got  in  NAFTA.  So 
I  think  that  is  the  kind  of  trade-off  we  need  to  look  at. 

Mr.  Smith  of  Michigan.  I  hear  you  say  only  appropriate  tax  in- 
creases. 

Mr.  Panetta.  I  will  buy  that. 

Mr.  Smith  of  Michigan.  Well,  that  disappoints  me  some,  too. 
Yesterday,  I  asked  Mr.  Bentsen  about  whether  or  not  the  Wall 
Street  Journal  projection  that  the  budget  raises  non-Defense  dis- 
cretionary spending  by  close  to  7  percent — twice  the  rate  of  infla- 
tion. 

Do  you  agree  that  this  non-Defense  discretionary  spending  will 
be  increasing  under  this  budget  at  almost  7  percent? 

Mr.  Panetta.  No,  not  at  all.  On  page  16  of  the  budget,  with  re- 
gard to  discretionary  spending,  it  says  non-Defense  discretionary 
outlays  increased  by  almost  3  percent  in  real  terms.  Increasing 
slightly — no,  nominally,  from  an  estimated  269.5  to  271.3.  But, 
overall,  you  are  looking  at 

Mr.  Smith  of  Michigan.  Wait  a  minute.  We  have  a  problem 
with  that.  I  would  yield  to  our  ranking  member  for  a  minute. 

Mr.  Kasich.  Go  ahead. 
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Mr.  Smith  of  Michigan.  If  you  refer  to  CBO,  you  have  a  tremen- 
dous controversy  with  the  Congressional  Budget  Office  about  what 
is  happening  because,  as  I  page  through  this  budget,  your  reduc- 
tions have  come  in  defense.  Most  of  those  savings  from  other  cuts 
go  into  new  programs,  so  the  net  savings  just  aren't  there. 

You  disagree,  then,  with  this  chart  on  the  wall  that  says  there 
is  tremendous  increase  in  non-Defense? 

Mr.  Panetta.  Well,  again,  first  of  all,  I  think  it  should  be  pointed 
out  that  CBO  has  not  analyzed  this  budget  in  terms  of  the  1995 
request,  but  more  importantly,  while  there  are  defense  savings  that 
are  achieved  here,  all  of  this  comes  at  a  time  when  we  were  operat- 
ing under  a  broad  cap,  an  across-the-board  freeze,  on  discretionary 
spending. 

When  you  face  a  freeze,  this  is  not  only  a  question  of  cutting  pro- 
grams to  meet  that  freeze  but  cutting  further  to  direct  funds  into 
investments  that  really  do  count.  I  mean,  if  we  agree  that  govern- 
ment should  invest  in  technology,  and  should  invest  in  defense  con- 
version programs,  we  do  have  a  responsibility  there,  after  all,  be- 
cause of  the  defense  savings  you  just  talked  about. 

We  have  a  responsibility  to  put  some  money  into  defense  conver- 
sion for  these  communities  that  are  impacted.  We  have  a  respon- 
sibility to  put  some  money  into  the  National  Science  Foundation  in 
terms  of  its  research  for  the  future.  We  have  a  responsibility  to  in- 
vest in  education. 

Mr.  Smith  of  Michigan.  But  it  sounds  like 

Mr.  Panetta.  You  are  not  telling  me  that  we  ought  not  to  be  in- 
vesting in  these  areas,  are  you? 

Mr.  Smith  of  Michigan.  It  sounds  almost,  though,  like  you  are 
saying  that  even  though  we  are  downsizing  the  military,  we  have 
got  to  keep  government  just  as  big.  And  we  can't  do  that  and  also 
come  closer  to  living  within  our  means. 

Mr.  Panetta.  That  is  not  true.  Two  hundred  fifty-two  thousand 
FTE's  are  being  stripped  out  of  government  in  both  Defense  and 
the  non-defense  agencies.  Seven  of  14  departments  are  getting  less 
than  what  they  had  in  1994.  That  is  a  cut  on  the  domestic  side. 

Mr.  Smith  of  Michigan.  With  all  of  your  experience  in  Congress, 
have  there  been  many  opportunities  to  cut  the  deficit  with  the  ad- 
ditional revenue  coming  in  from  the  tax  increase,  with  the  pick  up 
in  the  economy  right  now  and  more  anticipated  revenues  coming 
in?  Has  there  ever  been  a  better  time  to  really  start  chopping  away 
at  oversized  government  and  trying  to  reduce — really  reduce  the 
deficit  instead  of  depending  on  figures  and  gimmicks  and  the  fact 
that  the  inflation  and  revenues  are  increasing  in  terms  of  justifying 
a  deficit  reduction? 

Mr.  Panetta.  Again,  Congressman  Smith,  it  is  the  same  question 
I  asked  Congresswoman  Snowe  and  Congressman  Shays,  the  in- 
crease in  the  spending  is  in  health  and  interest  and  in  Social  Secu- 
rity. That  is  where  90  percent  of  the  increase  is  in  terms  of  future 
spending.  That  is  where  we  have  got  to  focus.  We  can  nickel  and 
dime  the  discretionary  budget,  but  it  is  those  areas  that  we  have 
to  confront,  in  terms  of  really  bringing  down  your  deficit. 

Mr.  Smith  of  Michigan.  Thank  you,  Mr.  Panetta. 

Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Pomeroy. 
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Mr.  POMEROY.  Good  to  have  you  back  again,  Director  Panetta. 
The  discussions  this  morning  remind  me  a  lot  of  what  took  place 
a  year  ago.  You  challenged  Mr.  Kasich  to  come  up  with  specific  rec- 
ommended cuts  and,  by  golly,  he  did  later  on.  Ultimately,  whether 
they  were  adopted  or  rejected,  really  is  a  debate  we  shouldn't  en- 
gage in  here.  We  can  debate  that  in  the  campaign  trail  in  the 
months  ahead  when  we  each  have  to  face  those  issues  at  that  time. 

The  point  is,  it  would  seem  like  this  year's  version  of  that  discus- 
sion ought  to  be  well,  if  the — if  Mr.  Kasich  and  company  are  argu- 
ing that  health  care  costs  are  going  to  give  us  deficit  trouble  in  the 
year  ahead — it  is  identical  to  what  you  are  saying — perhaps  it  is 
the  only  area  of  bipartisan  agreement  this  morning. 

This  year's  rejoinder  to  "give  us  specific  cuts"  should  be,  "give  us 
specific  cost  containment  measures"  for  a  Republican  alternative  in 
health  care  reform  that  will  hold  down  health  care  spending. 

To  date,  I  haven't  seen  any  particular  list  of — components  of  a 
cost  containment  strategy  by  the  minority  that  begins  to  tackle  this 
problem.  They  do  seem  to  acknowledge,  and  that  is  the  expanding 
cost  of  the  health  care  compounding  the  deficit  in  the  outyears.  Is 
that  your  analysis? 

Mr.  Panetta.  No.  It  is  not  just  my  analysis,  I  think  it  is  CBO's 
analysis  as  well.  For  all  the  concerns  that  they  may  have  had  with 
the  President's  plan,  one  thing  they  do  say  is  that  it  is  comprehen- 
sive, and  that  it  does  eventually  bring  down  overall  health  care 
costs,  both  in  terms  of  national  expenditures  on  health  care  as  well 
as  the  Federal  expenditures  on  health  care,  and  that  is  really  the 
test. 

I  mean,  we  have  got  to  develop  an  approach  that  controls  these 
costs.  You  can't  control  the  cost  unless  you  provide  a  comprehen- 
sive approach.  The  approaches  that  I  have  seen,  while  they  tinker 
around  the  edges,  never  confront  the  issue  of  increasing  costs.  And 
that,  I  think,  is  the  fundamental  question  that  we  have  got  to  ask 
as  we  deal  with  health  care  reform. 

Mr.  POMEROY.  I  have  a  lot  of  concerns  about  the  administration's 
health  care  reform  proposal,  but  I  have  to  believe  it  is  substantive 
when  it  comes  to  cost  containment  and  much  more  specific  than 
any  of  the  other  alternatives  out  there.  I  think  for  those  of  us  of 
both  parties  that  want  meaningful  alternatives  to  move  forward, 
we  have  to  focus  on  the  cost  of  containment. 

But  I  have  another  problem  with  the  budget,  a  very  specific  one. 
In  the  Rural  Electric  Association,  it  looks  to  me  like  the  funding 
proposals,  the  funding  cuts  undo  an  agreement  that  I  thought  was 
reached  last  year  in  terms  of  what  would  be  the  participation  of  the 
Federal  Government  with  helping  the  most  rural  areas  in  this 
country  maintain  electricity. 

What  is  your — specifically  statements  made  by  the  President  at 
the  signing  of  H.R.  3123  and  statements  made  by  yourself  gave  me 
the  distinct  impression  that  this  was  an  agreement  that  would  hold 
going  forward.  The  budget  plan  reduces  funding  in  these  areas  and, 
to  me,  it  tears  up  the  agreement.  What  happened? 

Mr.  Panetta.  Well,  my  understanding,  frankly,  is  that  what  we 
have  in  the  budget  does  reflect  the  agreement  that  was  worked  out 
in  the  REA  bill  last  year  and  that  these  numbers  basically  reflect 
that. 
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Mr.  POMEROY.  I  think  that  in  fact  the  numbers  reflect  that  hard- 
ship loans  are  cut  from  $125  million  down  to  $25  million.  Munici- 
pal rate  loans  are  cut  from  $600  million  down  to  $200  million. 

Mr.  Panetta.  Again  it  is  based  I  believe  on  the  interest  adjust- 
ment moving  towards  market  costs  on  the  interest  which  is  what 
we  wanted  to  do  in  some  of  those  areas  and  I  think  that  is  probably 
what  is  reflected  in  terms  of  the  savings. 

It  is  not  the  number  of  loans,  it  is  basically  the  savings  that  re- 
sults in  large  measure  from  these  interest  savings.  But  I  am  happy 
to  try  to  give  you  an  explanation  of  that  because  we  have  always 
indicated  that  we  were  going  to  put  in  the  budget  a  reflection  of 
the  agreement  we  had  worked  out  on  REA. 

Mr.  POMEROY.  Okay.  You  will  give  me  some  peace  of  mind  if  you 
can  indicate  that  it  is  not  your — it  was  not  your  intention  in  this 
budget  to  undo  or  rework  or  rewrite  the  terms  of  the  agreement 
made  last  year. 

Mr.  Panetta.  I  believe  that  is  correct. 

Mr.  POMEROY.  No  other  questions. 

Ms.  Slaughter  [presiding].  Mr.  Cox. 

Mr.  Cox.  Thank  you,  Madam  Chairman.  I  would  just  like  to  pick 
up  where  Olympia  Snowe  left  off  on  one  simple  point,  which  is  that 
the  administration's  estimate  of  the  value  of  its  spending  program 
last  year  was  downgraded  by  CBO  from  over  $500  billion  as  you 
claim  to  $433  billion  and  I  know  that  you  took  issue  with  her  on 
that  point,  but  I  would  just  like  you  to  have  the  reference,  the  page 
reference  from  this  book  that  I  am  sure  you  have,  The  Economic 
and  Budget  Outlook,  Fiscal  Years  1995  to  1999,  delivered  to  us  last 
month  in  this  committee  by  CBO.  It  is  at  page  small  Roman  num- 
ber 19.  It  values  OBRA  93  at  $433  billion,  precisely  the  number 
she  described.  So  for  the  record  I  would  just  like  to  correct  that 
fact. 

I  would  like  to  ask  about  some  of  the  language  that  we  are  using. 
We  are  talking  about  deficits  and  reduction  in  deficits  as  if  they 
have  actually  happened  and  you  said  we  reduced  debt.  We  cut  in 
3  consecutive  years  and  so  on  using  the  past  tense  as  if  this  had 
actually  happened. 

Isn't  it  true  that  you  have  yet  to  reduce  a  real  deficit,  that  all 
we  are  talking  about  is  projections  and  future  fiscal  years? 

Mr.  Panetta.  No.  The  fact  is  for  1994  we  had  a  projection  of  a 
deficit  of  $305  billion  and  it  is  $235  billion.  The  projection  for 

Mr.  Cox.  Let  me  stop  you  right  here.  When  does  fiscal  1994  end? 

Mr.  Panetta.  Fiscal  1994  ends  October  1,  but  we  have  got  a  cap 
in  place 

Mr.  Cox.  Let  me  ask  you,  what  is  the  date  today?  It  is  February, 
isn't  it?  So  isn't  October  1994  in  the  future  and  won't  we  get  the 
real  numbers  for  fiscal  year  1994  in  the  future  and  isn't  that  num- 
ber a  projection?  That  is  all  I  want  you  to  admit. 

Mr.  Panetta.  For  1993,  we  have  reduced  the  deficit.  For  1994, 
we  are  on  track  for  reducing- 


Mr.  Cox.  What  was  the  first  year 

Mr.  Panetta.  [continuing]  the  deficit  and  for  1995,  we  are  going 
to  reduce  the  deficit. 
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Mr.  Cox.  I  would  just  like  to  keep  my  question  simple  and 
straightforward.  What  was  the  very  first  year  as  budget  director 
that  was  covered  by  your  very  first  5-year  budget? 

Mr.  Panetta.  The  1994  budget  would  have  been  the  first  target. 

Mr.  Cox.  Wouldn't  it  be  unfair  for  you  to  take  credit  for  fiscal 
1993  since  that  wasn't  even  included  in  your  very  first  5-year  budg- 
et? 

Mr.  Panetta.  I  guess  you  can  slice  this  pretty  thinly,  and  I  think 
that  is  what  you  are  doing.  Part  of  the  reason  for  the  1993  deficit 
reduction  was  the  lower  interest  rates  and  stronger  economy. 

Mr.  Cox.  I  didn't  want  to  slice  it  thinly  at  all,  but  I  was  here  in 
Congress  when  President  Clinton  submitted  his  first  5-year  budget 
that  covered  fiscal  year  1994  through  fiscal  year  1998  and  you  are 
up  here  taking  credit  for  President  Bush's  last  fiscal  year  1993. 
You  are  telling  us  that  you  have  cut  the  deficit.  None  of  these  defi- 
cit reductions  have  yet  to  occur,  it  is  all  in  the  future  and  it  is  all 
projections. 

That  is  part  of  the  problem  we  face  here  on  the  Budget  Commit- 
tee. We  always  talk  about  cutting  in  the  future.  We  never  cut  in 
the  present.  The  only  real  numbers  that  we  have  are  for  fiscal  year 
1993  as  you  point  out.  I  would  just  like  to  get  some  general  agree- 
ment on  which  way  spending  is  going.  Spending,  for  the  only  recent 
hard  numbers  that  we  have  got,  fiscal  year  1993,  is  $1,408  trillion. 

Now,  as  I  understand  it,  spending  under  your  budget  is  not  going 
to  cut  outlays,  but  instead  spending  is  going  to  increase  to  $1,484 
trillion  and  then  in  the  following  fiscal  year,  it  will  increase  it  to 
$1,518  trillion,  respectively  a  5.4  percent  increase  in  spending  and 
a  7.8  percent  increase  in  spending. 

I  just  want  to  get  agreement  that  we  are  increasing  spending  not 
cutting.  Because  there  is  so  much  rhetoric  in  Washington  about 
spending  cuts,  I  don't  want  people  in  America  to  be  confused  about 
the  fact  that  we  are  actually  increasing  spending,  which  is  what 
government  seems  to  do  every  single  year. 

Mr.  Panetta.  As  I  indicated  with  that  chart,  spending  is  increas- 
ing, but  90  percent  of  that  is  occurring  in  health  care,  interest  pay- 
ments, and  Social  Security,  but  the  fact  is  that  we  have  done  a 
good  job  in  controlling  discretionary  spending  particularly  with  the 
caps,  I  think 

Mr.  Cox.  I  have  limited  time  so  I  would  really  appreciate  your 
answering  the  question. 

Mr.  Panetta.  I  understand  but  I  don't  want  to  distort  the  picture 
for  the  American  people  here.  The  fact  was  we  were  on  a  track  on 
the  deficit  that  had  us  going  to  $300,  $400,  $500,  $600  billion  an- 
nual deficits. 

Mr.  Cox.  Let's  take  a  look  at  your  chart. 

Mr.  Panetta.  That  is  not  the  case  now. 

Mr.  Cox.  Let's  take  a  look  at  your  chart  which  you  have  just  put 
up,  which  is  not  responsive  to  any  questions  I  asked,  but  since  you 
put  it  up,  let's  take  a  look  at  it.  This  is  the  status  quo,  am  I  right? 

Mr.  Panetta.  This  is  where  spending  will  increase  between  1995 
and  1999. 

Mr.  Cox.  Without  the  Clinton  bill,  this  is  what  happens  to  spend- 
ing, right? 

Mr.  Panetta.  That  is  correct. 
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Mr.  Cox.  Didn't  CBO  just  report  yesterday  that  the  Chnton  bill 
is  going  to  increase  spending  in  every  single  year  for  the  next  dec- 
ade and  that  it  is  going  to  add  to  the  deficit  and  so  it  will  be  even 
worse  than  that  chart?  Isn't  that  what  CBO  told  us  yesterday,  so 
that  your  solution 

Mr.  Panetta.  What  CBO  is 


Mr.  Cox.  [continuing]  is  even  worse  from  a  budget  standpoint? 

Mr.  Panetta.  No,  that  is  not  correct  because  I  think  what  you 
have  got  to  do  is  look  at  where  health  care  heads  over  a  period  of 
time.  Health  care  over  the  10-year  period  by  CBO's  own  projections 
is  going  to  be  brought  down,  the  overall  spending  on  health  care 
is  going  to  be  brought  down,  and  the  spending  at  the  Federal  level 
is  going  to  be  brought  down.  That  is  the  key. 

Mr.  Cox.  What  happens  to  the  deficit  according  to  CBO  as  a  re- 
sult of  your  bill? 

Mr.  Panetta.  The  deficit — again,  CBO  indicates  that  in  the  short 
term  we  have  deficits  that  are  larger,  but  in  the  long  term  those 
deficits  go  down. 

Mr.  Cox.  The  long  term  starts  in  2004,  isn't  that  right,  and  that 
between  now  and  then  every  single  year  the  deficit  goes  up  as  a 
result  of  your  health  care  plan.  Isn't  that  what  CBO  said? 

Mr.  Panetta.  But  the  effort  here  is  whether  or  not  you  care 
about  controlling  these  costs. 

Mr.  Cox.  If  you  do  then  it  would  seem  to  me  if  you  believe  CBO's 
numbers 

Mr.  Panetta.  If  you  do,  you  would  support  a  health  care  bill  that 
controls  these  costs.  That  is  the  key. 

Mr.  Cox.  Having  debunked,  I  think,  what  you  tried  to  nail  Mr. 
Shays  with  that  "if  you  care  about  controlling  those  costs  you 
should  go  with  the  Clinton  bill,"  that  is  not  what  CBO  is  telling 
us.  I  would  like  to  talk  for  the  remaining  time 

Mr.  Panetta.  I  am  happy  to  consider  any  bill  that  controls  costs 
and  CBO  confirms  that  it  controls  costs.  That  is  what  I  am  asking 
for.  You  are  fighting  our  bill  with  nothing. 

Mr.  Cox.  Let's  go  to  domestic  discretionary,  which  I  think  you 
gave  short  shrift  to  a  moment  ago.  The  reason  this  is  called  in  the 
budget  parlance  discretionary  spending  is  that  it  is  the  easiest  to 
control,  the  easiest  to  control.  Congress  has  the  authority  and  the 
opportunity  readily  to  control  this. 

Now,  there  is  a  chart  today  in  the  Wall  Street  Journal  in  an  edi- 
torial titled  "Leon  Darman,"  where  it  says,  "The  Clinton  years  are 
continuing  the  Bush  pattern  of  talking  tough  but  silently  spending 
away,"  which  shows  that  domestic  discretionary  spending  under 
Clinton  is  going  way  up.  One  of  the  reasons  this  is  happening  is 
the  easy  choices  aren't  getting  made.  I  would  like  to  talk  to  you 
about  one  of  those. 

Mr.  Panetta.  The  easy  choices  aren't  being  made? 

Mr.  Cox.  That  is  right.  The  easy  ones,  let  alone  the  hard  ones. 
And  this  is  one  example  of  an  easy  choice:  the  helium  program,  one 
of  the  dumbest  Federal  spending  programs  that  exist.  Congress- 
man Barney  Frank  on  the  left  and  Congressman  Chris  Cox  on  the 
right  have  been  spearheading  this  effort  to  get  rid  of  one  of  the 
stupidest  Federal  spending  programs  around. 
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We  brought  it  to  the  Floor  and  got  over  300  Members  of  Congress 
to  vote  with  us  on  an  amendment  that  the  Senate  never  acted  on, 
so  it  is  still  dead  in  the  water.  And  your  budget  comes  up  here  and 
not  only  keeps  the  helium  program  alive,  but  cancels  $1.3  million 
in  debt  to  the  taxpayers  and  adds  it  to  the  deficit. 

Now,  you  and  I  have  spoken  about  this  before  and  you  have 
taken  my  comments  in  the  past  rather  seriously,  but  how  can  we 
be  expected  to  believe  that  this  is  one  of  the  toughest  budgets 
around  if  you  can't  even  terminate  the  helium  program?  It  started 
in  the  1920's  to  make  sure  we  had  enough  blimps  in  a  time  of  war. 

Mr.  Panetta.  Just  for  the  record  again,  we  don't  cancel  the  debt 
there.  Secondly 

Mr.  Cox.  You  recommend  that  this  be  studied. 

Mr.  Panetta.  Obviously  it  is  an  area  that  we  do  have  to  look  at 
if  you  are  looking  for  trying  to  control  that  program.  We  think  it 
can  be  done  administratively  and  we  are  committed  to  controlling 
the  cost  in  that  program  administratively.  We  don't  think  we  need 
legislation  right  now  because,  just  like  the  proposal  that  you  made 
last  year,  if  we  can  in  fact  tighten  up  on  the  way  that  program  op- 
erates, look  towards  the  idea  of  beginning  to  reduce  their  debt  load, 
we  can  basically  control  that  program  for  the  future  and  that  is  the 
approach  we  want  to  take  in  this  budget. 

Mr.  Cox.  I  would  just  point  out  that  the  proposal  that  you  are 
making  in  your  budget  to  keep  this  ridiculous  program  alive — P.J. 
O'Rourke  called  it  "amazingly  stupid  even  by  government  stand- 
ards"— that  proposal  and  that  approach  was  rejected  by  the  major- 
ity of  Democrats  on  the  Natural  Resources  Committee  last  year. 
This  program  deserves  to  die. 

Yesterday,  Alice  Rivlin  told  me  the  reason  it  is  still  alive  is  politi- 
cal. I  think  that  is  right,  but  that  problem  wasn't  here  on  Capitol 
Hill.  We  had  over  300  Members  willing  to  put  their  votes  on  the 
Floor  to  rationalize  this  idiocy,  but  yet  the  political  problem  seems 
to  be  at  the  other  end  of  Pennsylvania  Avenue. 

I  raise  this  because  if  we  can't  make  these  easy  choices  to  get  rid 
of  truly  wasteful  and  stupid  government  spending,  and  we  watch 
that  domestic  discretionary  go  up  just  as  in  that  chart  in  the  Wall 
Street  Journal,  and  when  we've  got  a  health  care  plan  that  CBO 
said  increases  the  deficit,  it  will  be  very  tough  for  people  to  take 
this  rhetoric  very  seriously. 

To  me,  it  looks  like  we  have  got  a  series  of  administration  wit- 
nesses who  are  coming  up  here  and  putting  a  bow  and  a  dress  on 
a  pig  and  calling  it  pretty.  I  yield  back. 

Mr.  Panetta.  You  know,  we  hear  lots  of  complaints  and  I  have 
heard  the  same  speeches  you  just  gave  for  the  last  12  years  and 
what  happened  during  those  12  years  is  that  the  debt  in  this  coun- 
try quadrupled  to  $4  trillion.  The  annual  deficit  went  up  from 
$100 

Mr.  Cox.  Whose  time  am  I  consuming? 

Mr.  Panetta.  Do  I  not  get  the  opportunity  to  respond? 

Mr.  Cox.  I  didn't  put  a  question.  If  I  have  the  time,  then  you 
have  the  opportunity  to  respond. 

Chairman  Sabo.  He  is  answering  your  question. 

Mr.  Panetta.  For  the  last  12  years,  where  was  the  outrage  when 
the  national  debt  in  this  country  quadrupled?  We  began  the  early 
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1980's  with  a  national  debt  of  about  $900  billion.  It  is  now  $4  tril- 
lion-plus. 

Where  was  the  outrage  during  those  years?  Where  was  the  out- 
rage when  we  hit  $300  billion  annual  deficits?  Where  was  the  out- 
rage when  we  were  headed  towards  $500  and  $600  billion  deficits? 
Where  were  the  concerns? 

The  fact  is  we  are  beginning  to  turn  that  around.  Is  it  the  ulti- 
mate answer?  No,  there  is  a  lot  more  work  that  needs  to  be  done. 
Do  we  in  fact  take  steps  to  take  the  deficit  down?  CBO  says  we  do 
that  we  are  in  fact  cutting  the  deficit.  We  are  cutting  it  over  $126 
billion  for  1995  and  $125  billion  for  1996. 

Have  we  offered  a  health  care  plan  that  tries  to  control  costs?  We 
have.  Can  we  do  better  on  that?  Can  we  tighten  it  up?  Yes,  we  can. 
But  let  us  work  towards  a  common  goal  here.  It  is  easy  to  pick  at 
each  other.  That  is  the  easiest  thing  in  the  world,  to  pick  at  each 
other.  The  hardest  thing  is  to  cast  your  vote  for  the  tough  votes 
that  count.  You  didn't  vote  last  year  for  the  $500  billion  in  deficit 
reduction.  You  didn't  vote  for  a  lot  of  proposals.  You  probably  aren't 
going  to  vote  for  this  budget,  but  those  votes  are  the  test  of  wheth- 
er you  are  serious  about  dealing  with  the  deficit. 

Mr.  Cox.  I  would 

Chairman  Sabo.  Ms.  Slaughter. 

Ms.  Slaughter.  Good  morning.  Leon. 

Mr.  Panetta.  Hi,  Louise,  how  are  you? 

Ms.  Slaughter.  Leon,  I  think  you  have  done  just  a  wonderful 
job  and  I  have  been  very  much  impressed  in  reading  a  lot  of  the 
economists — Stan  Collender  I  think  it  was  who  said  of  the  budget 
last  year  that  it  was  as  gimmick-free  a  budget  as  he  had  seen  in 
many  a  year.  I  thought  you  made  a  grand  start  on  it. 

I  want  to  say  something  about  the  CBO  projections  and  Marty 
was  out  of  the  room  when  that  discussion  came  up.  But  I  recall  we 
were  hard  at  work  on  the  budget  when  we  got  the  scoring  and  we 
were  pronounced  short  of  the  $500  billion.  And  we  cut  at  it  more 
and  we  went  to  the  Floor  with  a  deficit  reduction  package  of  about 
$497  billion. 

Now,  I  don't  know  what  this  is  that  CBO  is  putting  out  here  now 
but  I  know  that  Reischauer  did  say  here  that  he  credited  that  vote 
in  August  with  the  fact  that  the  fiscal  situation  in  this  country  is 
looking  up.  I  think  you  have  done  a  wonderful  job.  I  think  you 
should  be  bronzed  and  be  put  in  the  park. 

I  have  been  serving  here  for  many  years.  There  was  no  great  dis- 
cussion about  cuts.  We  penny-pinched  to  death  just  to  try  to  keep 
people  alive.  We  are  now  seeing  a  great  effort  to  put  people  back 
to  work,  to  get  the  country  back,  to  make  us  feel  good  again  and 
to  give  some  hope  to  people  that  there  is  going  to  be  a  future  and 
that  isn't  going  to  be  easy  and  I  don't  know  how  any  human  being 
in  the  face  of  it  could  have  expected  you  to  do  more  in  1  year.  We 
are  going  to  be  doing  more  in  the  second  year.  I  am  confident  we 
will  continue  to  do  that. 

One  of  the  things  that  I  did  want  to  ask,  because  I  have  been 
troubled,  we  don't  want  entitlements  to  grow  and  I  obviously  am 
very  interested  in  the  health  care  bill  and  worked  on  that  from  the 
start.  One  part  of  the  Clinton  proposal  that  has  troubled  me  is  an 
idea  of  picking  up  the  health  care  benefits  for  all  retirees.  I  don't 
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have  any  idea  what  number  you  attach  to  that.  I  know  that  large 
numbers  of  them  would  be  under  Medicare  anyway. 

But  let's  say  how  many  people  might  retire  say  at  55,  it  would 
be  65  until  Medicare  would  kick  in  on  that.  Since  business  feeling 
toward  had  health  care  bill  ranges  between  support  to  slim  to  none, 
have  you  thought  of  doing  away  with  that  and  do  you  have  any 
idea  how  much  money  that  that  would  save  in  the  cost  of  health 
care? 

Mr.  Panetta.  Well,  the  main  reason  for  that  was  because  compa- 
nies had  picked  up  this  responsibility  and  we  thought  as  we  imple- 
ment a  national  health  care  reform  that  this  was  an  area  that  we 
could  assume  as  part  of  our  effort  to  try  to  expand  health  care  re- 
form to  every  American.  As  we  deal  with  the  CBO  assumptions,  ob- 
viously we  are  going  to  have  to  look  at  a  number  of  areas  and  I 
assume  this  is  one  of  them  that  we  will  have  to  look  at. 

Ms.  Slaughter.  You  don't  have  any  idea  what  that  would  cost? 

Mr.  Panetta.  No,  I  don't. 

Ms.  Slaughter.  Are  there  any  figures? 

Mr.  Panetta.  But  I  can  get  you  that,  Louise. 

Ms.  Slaughter.  One  other  program  that  I  know  we  haven't  got- 
ten around  to  this  year  I  also  had  a  great  interest  in,  and  I  had 
a  number  of  small  businesses  in  my  district  trying  to  compete  with 
the  big  boys  for  what  money  they  could  get  in  the  credit  crunch 
and  I  thought  the  community  banks  were  a  very  good  idea  which 
kept  them  from  having  to  compete  with  the  larger  industries,  but 
we  are  not  at  that  stage  yet.  When  do  you  expect  that  those  will 
be  starting? 

Mr.  Panetta.  With  what? 

Ms.  Slaughter.  The  community  banks  that  are  limited  to 
$250,000  loans. 

Mr.  Panetta.  Yes.  I  am  not  sure  exactly  when  that  would  kick 
off. 

Ms.  Slaughter.  I  don't  think  they  are  in  the  budget  this  year. 

Mr.  Panetta.  On  the  community  development  banks,  we  have 
funded  the  community  development  banks. 

Ms.  Slaughter.  You  have.  I  understood  that  you  had  not. 

Mr.  Panetta.  No,  we  did.  I  will  show  you  where  that  was. 

Ms.  Slaughter.  That  was  a  major  concern  I  had  because  I  think 
obviously  we  know  what  we  have  got  to  do  is  create  jobs. 

Mr.  Panetta.  The  administration  was  very  committed  to  doing 
that. 

Ms.  Slaughter.  Well,  I  want  you  to  continue  your  good  work 
and  you  certainly  have  our  support  to  get  that  done.  I  think  it  has 
been  a  shame  the  misinformation  that  has  gone  out.  I  don't  know 
if  people  are  putting  it  out  purposely  but  I  imagine  if  you  went  into 
any  group  in  the  country  right  now  and  asked  for  a  show  of  hands 
of  how  many  people  thought  their  taxes  went  up,  it  would  be  al- 
most unanimous. 

And  yet  a  small  percentage  of  people  in  my  district  and  I  am 
sure  my  district  is  typical,  has  stunned  the  people  who  have  been 
naysayers  all  the  way  along  with  almost  everybody  in  the  country, 
the  only  tax  that  went  up  was  gas  tax  and  the  price  of  gas  fortu- 
itously dropped  way  below  that.  It  hasn't  been  the  kind  of  pinch 
that  people  have  been  anticipating.  I  don't  think  they  noticed  that 
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yet.  We  have  got  to  do  a  better  job  of  getting  that  news  out.  Thank 
you  for  your  patience. 

Chairman  Sabo.  Mr.  Cox  wants  to  briefly  explain  his  vote 
against  the  budget  bill  of  last  year  and  then  I  will  call  on  Mr.  Mc- 
Millan. 

Mr.  Cox.  I  thank  the  Chairman  for  being  generous  to  let  me  re- 
spond on  a  point  of  personal  privilege.  I  am  not  accustomed  to  ad- 
ministration witnesses  coming  up  and  attacking  our  votes.  It  is  tra- 
ditional to  get  the  opportunity  to  respond  when  that  occurs. 

I  would  like  for  you  to  use  the  real  number.  As  was  pointed  out, 
the  value  was  $433  million  in  the  CBO  book.  You  accused  me  for 
not  voting  for  $500  billion.  It  was  $433  billion,  virtually  the  same 
number  of  the  budget  the  Republicans  offered  except  they  did  it 
with  spending  cuts,  not  tax  increases.  That  is  a  very,  very  impor- 
tant point.  I  also  voted  for  the  $100  billion  Penny-Kasich  package 
which  was  on  top  of  anything  included  in  the  Clinton  plan  and  as 
you  know  you  campaigned  against  that.  We  discussed  that  here  all 
morning. 

I  appreciate  the  opportunity  to  set  the  record  straight. 

Chairman  Sabo.  Mr.  McMillan. 

Mr.  McMillan.  Thank  you,  Mr.  Chairman.  I  think  you  said  you 
could  stay  until  1  o'clock.  If  you  would  like  to  go  over  to  your  office, 
we  could  probably  work  this  thing  out. 

Mr.  Panetta.  We  probably  could. 

Mr.  McMillan.  I  think  there  is  no  point  in  trying  to  fix  blame. 
You  have  got  a  deficit  projection  out  there  and  I  think  you  are  ben- 
efiting from  some  things  that  I  think  are  we  are  all  thankful  for. 
The  economy  is  coming  back  strong.  Revenue  estimates  are  up.  In- 
terest rates  are  way  down  under  what  we  have  had  to  live  with  for 
a  number  of  years.  We've  pretty  much  bailed  out  the  RTC. 

There  are  a  lot  of  factors  that  will  pull  that  deficit  down  and  I 
don't  blame  you  for  trying  to  take  credit  for  them.  Reagan  and 
Bush  tried  to  take  credit  for  things  that  perhaps  resulted  from 
other  eras.  Harry  Truman  took  credit  for  the  economy  booming  off 
World  War  II.  We  know  all  that.  And  we  are  grateful  for  anything 
that  is  positive.  But  I  do  think  interest  rates,  the  recovery  in  the 
economy,  plus  the  additional  taxes  that  you  have  in  there  that  are 
probably  impacting  the  budget  this  year  are  all  factors  that  are 
present. 

Nevertheless,  the  deficit  is  forecast  to  be,  without  health  care, 
$175  billion  to  $200  billion,  if  you  include  CBO's  re-estimate  as  of 
yesterday,  and  I  want  to  ask  you  a  few  things  about  that.  In  those 
numbers  we  have  still  got  a  heck  of  a  problem.  And  it  is  not  blam- 
ing you  and  it  is  not  blaming  anybody;  we  jointly  have  a  problem. 
I  voted  for  stronger  spending  cuts  last  year.  I  voted  for  the  Repub- 
lican alternative  which  got  defeated.  I  voted  for  the  Penny-Kasich 
rescission  package,  but  I  also  voted  for  the  1990  budget  summit 
agreement  which  was  the  genesis  of  the  caps  that  are  holding  do- 
mestic spending  down  that  appropriately  your  proposal  extended 
last  year  as  a  major  reason  why  we  are  holding  down  that  compo- 
nent. 

That  agreement  did  not  have  caps  on  the  mandatory  spending 
which  you  and  I  have  discussed  many,  many  times  and  is  really 
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the  nub  of  the  problem  and  I  think  you  appropriately  have  focused 
on  the  health  care  as  being  critical  to  the  solution  to  that  problem. 

The  differences  in  the  numbers  trouble  me  somewhat  and  I  want- 
ed to  ask  you  specifically  again,  and  I  hope  I  am  not  repeating 
what  you  may  have  answered  previously  today,  but  in  the  budget 
proposal  that  is  before  us,  what  precisely  is  included  within  the 
health  care  proposal  of  the  President?  We  have  had  testimony  be- 
fore this  committee  and  before  the  Energy  and  Commerce  Commit- 
tee on  which  I  sit,  and  I  am  not  sure  that  we  have  had  at  that  level 
yet  a  full  and  complete  presentation  of  the  numbers  and  the  as- 
sumptions. 

And  could  you  tell  me  what  is — maybe  the  better  way  to  ask  it 
would  be  what  is  not  included  in  the  budget  which  you  have  sub- 
mitted to  us  that  has  been  submitted  previously? 

Mr.  Panetta.  The  health  care  reform  proposal  that  the  President 
introduced,  as  I  pointed  out  and  we  have  tabbed  and  we  are 
pleased  to  share  with  you  in  the  budget,  is  reflected  in  the  budget 
for  all  of  the  areas  that  relate  to  Federal  spending  and  revenues, 
subsidies  that  would  be  provided  under  health  care  reform,  the  ex- 
penditures on  Medicare  and  Medicaid,  as  well  the  public  health  ex- 
penditures as  well  as  the  expenditures  to  get  the  administrative 
operations 

Mr.  McMillan.  Table  7-6  and  7-7  in  this  summary  document, 
the  budget  of  the  United  States,  would  include  all  of  those  items? 

Mr.  Panetta.  That  is  correct.  What  is  not  included  is  the  pre- 
miums paid  to  alliances  and  the  outlays  of  the  alliances,  because 
it  was  our  view  that  premiums  that  are  paid  through  a  nonprofit, 
through  the  insurance  companies,  and  to  the  providers  are  not  Fed- 
eral receipts,  not  related  to  the  Federal  Treasury  but  are  similar 
to  the  premiums  paid  when  States  require  the  purchase  of  auto  in- 
surance. 

Mr.  McMillan.  I  understand  that  insofar  as 

Mr.  Panetta.  That  is  not  reflected  in  the  budget  but  would  be 
displayed  in  the  budget  document. 

Mr.  McMillan.  That  would  include  mandates  on  business  and 
mandates  on  individuals  buying  through  the 

Mr.  Panetta.  And  the  premium  requirements,  that  is  right. 

Mr.  McMillan.  What  about  the  Medicaid  beneficiaries? 

Mr.  Panetta.  That  is  reflected  here. 

Mr.  McMillan.  It  is  reflected  there? 

Mr.  Panetta.  That  is  correct. 

Mr.  McMillan.  Is  it  reflected  as  an  expansion  of  that  up  to  100 
percent  of  poverty?  Is  that  correct?  Would  that  be  reflected  in  here? 
More  than  mandates  to  individuals  and  businesses,  you  are  ex- 
panding Medicaid — which  I  agree  with,  by  the  way.  I  am  not  argu- 
ing. I  am  just  trying  to  figure  out  whether  the  numbers  are  in  here. 

Mr.  Panetta.  Whatever  the  Medicaid  program  spends  or  saves 
in  the  health  care  bill  is  included  in  here  because  it  is  a  Federal 
expenditure. 

Mr.  McMillan.  But  it  is  going  to  cease  to  exist  as  we  know  it. 

Mr.  Panetta.  It  gradually  fades  out. 

Mr.  McMillan.  I  think  that  is  something  to  examine  in  detail. 
Insofar  as  your  changes  in  Medicaid  are  concerned,  you  do  include 
the  whole  array  of  adjustments  and  increases.  I  won't  argue  that. 
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Mr.  Panetta.  That  is  correct. 

Mr.  McMillan.  You  are  basically  taking  those  out  and  putting 
more  in. 

Mr.  Panetta.  That  is  true  for  Medicare  as  well. 

Mr.  McMillan.  I  happen  to  disagree  or  have  the  view  if  you 
really  want  to  get  at  the  cost  drivers,  you  got  to  include  Medicare 
in  the  total  proposal  but  that  is  a  much  broader  issue  than  what 
we  want  to  get  into  at  this  point. 

But  basically  so  we  can  understand  this  document,  over  the  5- 
year  period,  the  projections  that  you  have  included  in  here  reflect 
your  initial  estimates  of  a  $58  billion  deficit  reduction  over  a  5  year 
period. 

Mr.  Panetta.  We  do.  As  I  showed  you,  we  drew  two  lines.  One 
is  without  health  care  reform.  One  is  with  health  care  reform. 

Mr.  McMillan.  I  didn't  see  that  $58  billion  figure  in  the  tables 
that  I  looked  at  but  apparently  CBO  examined  the  same  informa- 
tion that  is  in  this  budget  proposal  when  they  made  their  state- 
ments yesterday  that  say  that  due  to  differences  in  the  estimated 
cost  of  the  subsidy,  which  is  really  the  principal  difference,  the  ad- 
ministration is  about  $1,920  per  capita  and  CBO  says  that  will  be 
$2,100  or  something  per  capita,  a  15  percent  difference.  That  is  the 
principal  difference  in  these  two  estimates  of  the  deficit  out  over 
time,  right? 

Mr.  Panetta.  I  think  it  is  a  combination  of  things  because  I 
think  the  Lewin  study  which  actually  showed  that  we  would  have 
deficit  reduction  with  the  health  care  plan 

Mr.  McMillan.  Lewin  is  about  the  same  as  CBO. 

Mr.  Panetta.  That  is  correct,  but  I  think  the  subsidy  costs,  if  I 
am  not  mistaken,  were  higher  in  the  CBO's  judgments  as  a  con- 
sequence of  that. 

Mr.  McMillan.  There  are  other  studies  that  are  even  higher  and 
I  don't  want  to  argue  that  but  I  think  this  probably  is  a  fairly  real- 
istic estimate. 

Mr.  Panetta.  Where  CBO  differs. 

Mr.  McMillan.  We  can  argue  about  the  details  of  that. 

Mr.  Panetta.  Sure,  that  is  true.  In  the  short  period  of  time,  I 
mean  I  think  in  fairness  if  you  extended  that,  they  come  together 
and  actually  go  down  but  in  that  short  period  you  are  right. 

Mr.  McMillan.  Well,  I  know  I  won't  be  around  here  and  I  am 
not  sure  about  you. 

Mr.  Panetta.  I  may  not  be  either. 

Mr.  McMillan.  We  have  got  to  make  this  health  care  decision 
this  year. 

Mr.  Panetta.  Yes. 

Mr.  McMillan.  It  is  realistic  to  look  at  it  as  long  as  we  can  but 
if  we  can  be  pretty  accurate  about  the  short  run  that  would  be  an 
accomplishment.  We  are  still  talking  about  major  deficit  problems 
and  I  know  it  is  not  fashionable  to  talk  about  that,  but  I  am  con- 
cerned if  we  were  paying  interest  rates  that  are  typical  of  what 
prevailed  over  the  past  decade  in  this  country,  we  could  have  a  dif- 
ferent kettle  of  fish  we  are  looking  at. 

So  I  think  we  have  to  make  our  decisions  in  that  context  and  in 
particular  the  health  care  decision.  And  I  am  willing  to  submit  to 
your  test  on  examining  the  cost  of  alternative  proposals  just  as 
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toughly  as  we  look  at  the  President's.  And  there  are  some  out  there 
that  can  be  revenue-neutral  that  can  meet  the  President's  test  of 
universal  access  that  can't  be  taken  away  from  a  higher  level  of 
subsidy  than  are  proposed  in  the  President's  plan  that  include 
Medicare  or  a  per  capita  basis  that  is  more  generous  than  is  pro- 
posed, which  really  brings  me  to  my  conclusion,  the  point  I  really 
wanted  to  make. 

There  are  Members  around  here,  and  there  are  Members  on  this 
side  of  the  aisle  as  well,  who  are  keenly  interested  in  working  with 
the  administration  or  with  anybody  else  to  try  to  resolve  this  issue 
in  a  constructive  manner.  And  I  don't  see  it  happening  yet.  I  know 
we  have  all  talked  about  it  but  it  is  not  yet  happening. 

And  I  think  we  have  come  to  the  point  where  it  has  got  to  hap- 
pen. I  don't  see  how  this  committee  can  really  address  the  budget 
without  addressing  the  cost  consequences  of  health  care  reform  or 
welfare  reform  for  that  matter.  And  I  know  you  have  got  a  prob- 
lem. You  have  got  to  present  a  budget.  You  don't  have  agreement 
on  the  health  care  reform  package  yet.  You  are  a  long  way  from 
it  in  my  judgment  and  that  is  difficult. 

But  I  would  simply  like  to  reissue  the  invitation  to  try  to  identify 
those  on  both  sides  of  the  aisle  up  here  who  are  prepared  to  really 
address  this  question. 

Mr.  Panetta.  I  accept  your  words  with  the  sincerity  that  they 
are  offered.  I  think  you  have  always  shown  a  willingness  to  deal 
with  this  issue.  You  at  one  point  proposed  caps  on  Federal  spend- 
ing as  a  way  to  just  try  and  solve  this. 

I  think  you  know  what  the  cost  problem  is  that  we  face  in  the 
health  care  area  and  I  think  you  also  know  the  kind  of  tough  steps 
we  have  to  take  if  we  are  really  going  to  control  those  costs.  So  I 
indeed  accept  your  comments  and  we  do  need  to  try  to  work  to- 
wards a  solution  to  what  is  a  common  problem  here. 

Mr.  McMillan.  I  don't  know  how  to  do  it. 

Mr,  Panetta.  I  don't  have  an  easy  answer,  either. 

Mr.  McMillan.  One  member  of  Congress  can't  lead.  I  am  not 
even  sure  the  Speaker  of  the  house  could  lead  on  this  issue.  The 
President  has  got  to  lead. 

Mr.  Panetta.  That  is  right. 

Mr.  McMillan.  I  think  he  wants  to  lead.  But  he  is  not — he  has 
got  to  reach  out  a  little  bit  toward  the  center  on  this. 

Mr.  Panetta.  I  think  he  understands  that. 

Mr.  McMillan.  Thank  you  very  much. 

Chairman  Sabo.  It  has  been  a  long  morning.  You  have  been  very 
patient.  And  as  usual,  you  displayed  your  incredible  knowledge  of 
the  Federal  Government,  what  we  do,  what  we  should  do  for  the 
future. 

The  fact  is  when  we  get  all  through  the  rhetoric,  we  have  had 
profound  change  in  Federal  fiscal  policy  in  the  last  year.  We  had 
deficits  of  around  5  percent  gross  national  product.  They  are  pro- 
jected— that  percentage  is  projected  to  be  cut  in  half,  which  is  sig- 
nificant change. 

Rather  than  having  gross  national  debt  growing  in  relationship 
to  the  gross  national  product,  its  decline  has  begun  and  I  think 
your  administration  working  with  the  Congress  have  done  an  in- 
credible job  of  making  that  turn-around  happen  and  we  still  have 


69 

work  to  do  before  us  and  we  look  forward  to  continuing  to  work 
with  you  in  that  effort. 

Thank  you.  Thank  you  for  your  good  work.  Thank  you  for  your 
patience. 

Mr.  Panetta.  Thank  you  very  much.  And  again  I  apologize  to 
Congresswoman  Snowe,  but  I  want  to  say  to  all  the  Members  that 
I  enjoyed  the  exchange  and  I  hope  that  they  accept  my  comments 
and  my  exhibits  in  the  same  goodwill  that  I  accept  their  comments 
and  criticisms. 

Chairman  Sabo.  Thank  you. 

[Whereupon,  at  1:19  p.m.,  the  committee  was  adjourned.] 
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